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Executive Summary
[image: ]
Source: (Walsh 2009)
[bookmark: _Int_E5iThnqT]‘Business ratios are the guiding stars for the management of enterprises; they provide their targets and standards. They are helpful to managers in directing them towards the most beneficial long-term strategies as well as towards effective short-term decision-making.’ (Walsh 2009)
Our report examines some key financial ratios for Aston Martin Lagonda (AML) in the context of both the internal and external factors which have contributed to its results.
Understanding what the ratios reveal is one of the first steps in beginning to develop a strategy to set a course for AML to follow. ‘Project Horizon’ is defined in the ‘Glossary’ of AML’s Annual Report 2021 as ‘The Company’s transformation programme, covering all areas of the business.’
Project Horizon as summarised on page 34 of AML’s 2021 Annual Report lists the following key goals:
· Create desire, excitement and individuality in the product and brand 
· Expand and strengthen our product portfolio with personalised Specials strategically embedded in our roadmap to becoming an ultra‑luxury business 
· Deliver operational excellence, agility and efficiency 
· Deliver engineering efficiencies (controlling costs and investment) and implement technologies and electrification strategy 
· [bookmark: _Int_4fxJ9R0V]Establish a secure and structured supply chain and logistics framework to stabilise the production line and mitigate disruption 
· Prepare the dealership network for our future product portfolio in the ultra-luxury segment 
· Achieve financial stability and sustainability 
· Integrate the new ESG strategy to realise our ambition to become a world-leading sustainable ultra-luxury business 
· Become a ‘Best Place to Work’ 
This report examines AML’s key financial ratios together with its strategic plan which is built upon four identified ‘key pillars’ as described on page 33 of AM Group 2021 Annual Report.


Our summary observations on these key pillars are:
BRAND
Aston Martin Lagonda (AML) is intent on developing its strong international brand as it looks to emulate the success of Ferrari. Indeed, the appointment of Amedeo Felisa, former CEO at Ferrari, suggests Lawrence Stroll recognises Ferrari are several years ahead of AML in their journey to achieving stable and profitable growth.
PRODUCT INNOVATION
[bookmark: _Int_4GdHRHq9]We could become part of the AML innovation ecosystem which would enable us to capture value from our IP and extend our expertise to AML’s key partners such as Mercedes Benz Group (MB).
MB have entered a technology sharing agreement with AML in consideration for an Ordinary Share issue. This technology was originally valued at £142.3 Million (as explained on page 175 of the 2021 Annual Report in Note 12)
SUSTAINABILITY 
The drive for sustainability is essential for AML to embrace as part of its core strategy. The reason for the strategic cooperation agreement with MB was to access its first tranche of powertrain and electronic architecture in readiness for the first fully electric AM car. Pivoting to fully electric cars will be a fundamental requirement for AML’s appeal and survival.
TEAM
The value of having the right team members with relevant sector ability, who are fully in tune and aligned with AML’s strategic purpose is essential. The 2021 Annual Report includes a section which describes the background of both executive and non-executive directors together with an excellent infographic (on page 98) which shows the range and balance of their collective skillsets.

[image: Aston Martin DBX707  Satin Neutron White  (1)-jpg]

OUR APPROACH
We examine AML’s conventional financial ratios (included in Appendix 1) together with its EBITDA (earnings before interest, taxes, depreciation, and amortisation).
We also compare AML’s EBITDA results with Ferrari’s over the 3 years ending on 31 December 2021, followed by a brief examination of what happened in the first 9 months of 2022.
The framework for our financial analysis exercise will be:
1. A review of content published in AML’s annual reports and interim statements
2. A review of the use and limitations of Financial Ratio Analysis
3. Observations on the Financial Ratios derived from AML’s Annual Reports for the years ended 31 December 2019, 2020, and 2021 together with those that are determinable from the 2022 interim statements
4. A comparison of AML’s EBITDA ratios with Ferrari’s over the same reporting periods
5. Recommendations and conclusions with key points that require further investigation
Finally, a series of appendices are included which are referred to in the report, including (in Appendix 5) a list of non-financial questions. Whilst these are outside the report’s main scope, nevertheless they catalyse thought on connected issues which are essential in arriving at a balanced consensus on the merit of entering a JV with AML.
LATEST DEVELOPMENTS – SIGNIFICANCE TO JV OPPORTUNITY
· DBS770 Ultimate will be built in strictly limited numbers – 300 Coupes and 199 Volantes – with all examples sold ahead of release (see Appendix 7)
· Q3 2022 AML results (and operational highlights) summarised in MarketLine Report (see Appendix 8)
· The demise of ‘Britishvolt’, an intended supply chain collaboration partner, means AML will need to reconsider its strategic position in terms of securing batteries for its new planned electric models










REPORT
Introduction
The main part of this report is limited to a financial analysis of AML’s performance for the 3 years ended 31 December 2019, 2020 & 2021, together with a review of its interim figures for the 6 months to 30 June 2022 and 9 months to 30 September 2022.
The analysis will firstly cover the content published in these annual reports and interim statements to ensure that the ratio analysis is conducted in the correct context.
We also review external evidence supporting some of the comments made in the various, Chairman, CEO and CFO statements and we include a MarketLine SWOT analysis in Appendix 4.
To benchmark the ratio analysis exercise, we also examine the results of Ferrari over the same periods, covering the annual reports.
The creation of cross-functional teams, highlighted in the Q3 2022 Results Presentation, in the statement titled ‘CEO strategic progress & priorities’, may sound a little bland, but to the discerning analyst it reveals a focus on cultural change within AML which augurs well for developing collaborative partnerships.
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1. A review of content published in AML’s annual reports and interim statements
AML has experienced major changes in the Group’s ownership, governance and vision, all taking place within the last 3 years.
These changes can be seen by examining the AML Group’s Annual Reports and are vital for gaining a broader understanding of what has happened during the review period. A summary of some key findings from the 2021 AML Annual Report are tabulated below:

	Page #
	Section Heading
	Report Excerpts
	Relevance to recommendations

	18
	EXECUTIVE CHAIRMAN’S STATEMENT
	“The evidence is there that our strategy is working, and it is a very long time since the core business was in such good health as it is today.”
	[bookmark: _Int_0AH7Vd34]Strategic purpose clearly stated, and is being backed up by key senior executive board appointments

	21
	EXECUTIVE CHAIRMAN’S STATEMENT CONTINUED
	“I am more assured than ever of reaching our medium-term objectives of achieving revenues of circa £2bn and Adjusted EBITDA of circa £500m by 2024/25.”
	The focus on EBITDA is worthy of note both for measuring AML’s progress towards achieving its goals and helping comparison with competing businesses such as Ferrari 

	29
	ASTON MARTIN MEGATRENDS
	[bookmark: _Int_X42HB1EF]Signing our enhanced technology agreement with Mercedes Benz AG, providing access to advanced technologies (Truett 2022)
	This could open the door for a wider opportunity should we decide to go ahead. 

	30
	CREATING FUTURE VALUE
	[bookmark: _Int_PZIsCzDE]‘Restructuring of supply chain and logistics framework with key strategic partners’
	The key technology agreement with MB gives AM access to MB’s electric powertrain technology in exchange for ordinary shares in AML

	34-36
	ACHIEVING OUR STRATEGY & MEASURING OUR PERFORMANCE
	“To achieve our strategy, we completed an extensive transformation programme, Project Horizon, targeted at every area of the business to drive efficiency and push Aston Martin into a new era.”
	Progress is being made towards implementation of Project Horizon which covers all aspects of business transformation

	76
	CHIEF FINANCIAL OFFICER’S STATEMENT
	“The financial position of the Company has improved substantially over the past year.......Through Project Horizon, the Company took actions on costs, including a 20% reduction in manufacturing cost per unit.”
	2021 was certainly a step forward for AML. A 20% reduction in cost per unit is a significant step towards achieving the EBITDA target margin of 25%











2. Use and Limitation of Ratio Analysis 
[bookmark: _Int_JsJEO9Hl]“The key to using ratios is selectivity, not saturation” (Holmes, Sugden et al. 2008)
We begin with a look at how ratios can be used as a helpful tool for analysing business performance before considering their limitations.
The Use of Financial Ratios
Types of Financial Ratios
[bookmark: _Hlk125572497]In the context of Financial Statement Analysis, the ratios that are most often used by analysts can be categorised into 5 headings (Atrill, McLaney 2015) and (Datarails, 2022) as follows:
1. Profitability 
2. Efficiency/Activity
3. Liquidity
4. Financial Gearing
5. Investment/Market Value (Datarails, 2022)
Profitability ratios (Atrill, McLaney 2015)  express how much profit is earned as a percentage of sales revenue. Expressing all classifications of revenue and costs as a percentage of sales revenue enables managers to spot any anomalies which would require further investigation. A comparison can be made by looking at current and past reporting periods and against forecasts or budgets.
Comparisons can also highlight potential strengths and weaknesses of competing businesses and invite corrective action.
Efficiency/Activity Ratios (Atrill, McLaney 2015) show the level of stewardship being administered in terms of asset utilisation. Questions like how many times is inventory replenished during a financial year, or what sales were generated from the total assets employed within the business can help to reveal asset utilisation levels.
Liquidity Ratios (Atrill, McLaney 2015) show the short-term ability of a business to liquidate current assets to pay its current liabilities when they fall due.
Financial Gearing Ratios (Atrill, McLaney 2015) focus on the proportion of loans that a business is obliged to service, both in terms of making interest payments and settling any loan notes when they mature. In simple terms AML has been vulnerable to its loan financing due to high levels of interest-bearing debt together with unhedged exposure to adverse exchange rates on its USD denominated loan notes.
Investment Ratios (Datarails, 2022) explains the series of standard ratios, used by analysts, to help them assess the performance of a business and these are included in Appendix 1 to this report.
 (Fields 2016) points out that ratios are helpful for detecting trends in a business over time and for comparing its results with competing businesses, together with setting targets or parameters. 

[image: ]
Source - https://corporatefinanceinstitute.com/resources/accounting/limitations-ratio-analysis/

Ratios suffer from at least 6 types of weakness (CORPORATE FINANCE INSTITUTE, 2023) as illustrated above because:
1. They are based upon historical information which can quickly become redundant in the light of new macroeconomic factors and changing business models
2. These external factors might include inflation, bank base rates, foreign exchange rate fluctuations, global pandemics, and in the case of UK based businesses, the impact of BREXIT
3. [bookmark: _Int_p6Jj6gyl]Changes in accounting policies can scupper a quick comparison of one period to another and will require a deeper dive into the notes that accompany the financial statements
4. Operational changes may include a change in manufacturing processes linked to efficiency gains and might relate to several Industry 4.0 technologies such as robotics, artificial intelligence, machine learning, additive manufacturing, and others
5. Seasonal businesses may have completely different ratios depending on the time of year in which they are most active
6. [bookmark: _Int_hkp3ZgBP]The term ‘manipulation of financial statements’ sounds sinister; however, numbers can be made to look a little more palatable, just by carefully applying different accounting policies, the impact of which may not be easily identified to the untrained eye
Our analysis of AML’s performance includes the year ended 31 December 2020 which hit the jackpot in terms of unforeseen externalities!
Some other examples of areas of uncertainty include the following questions:
· What accounts are included in (or excluded from) Cost of Sales? 
· How is depreciation accounted for in the income statement? 
· How is the capitalisation of Research & Development costs reflected in the income statement? 


[bookmark: _Hlk125310393]3. The formulae and calculations of the main AML financial ratios for 2021, 2020 and 2019 are shown in Appendix 1 and observations summarised in the following table:
	Ratio
	#
	Initial Observations for further consideration
	2021
	2020
	2019

	
	
	
	
	
	Restated

	Gross Profit Margin Percentage
	1
	Drop in 2020 reflected Covid 19 impact and related supply chain problems. The recovery is underway, and plans are being implemented to address the residual supply chain issues. The CEO's comments in the Annual Report for 2021 indicate a target GP of 40% which is now within reach.
	31.38%
	18.16%
	34.45%

	Operating Profit Margin Percentage
	2
	This broadly reflects the Gross Profit movement over the 3 years and is to be expected
	-6.98%
	-52.78%
	-5.30%

	Net Profit Margin Percentage
	3
	Variations here are consistent Gross and Operating profit together with fluctuations in currency, depreciation & amortisation, and marketing costs related to the online configurator
	-17.28%
	-67.10%
	-11.99%

	EBITDA % Margin
	4
	[bookmark: _Int_hRRgSgjn][bookmark: _Int_4Ah0CJuo][bookmark: _Int_aUNrLssW]This metric is important to the Board of Directors in AML who use it as a key component in Directors' and employees' bonus entitlement. It is also helpful for assessing how AML measures its performance and facilitates comparison with the results of its competitors. The directors anticipate EBITDA of 25% in 2024/25 which means doubling the rate achieved in 2022
	12.59%
	-11.46%
	12.13%

	Return on Assets Percentage
	5
	High levels of debt finance, depreciation & amortisation, coupled with supply chain challenges, all contributed to the net loss in 2021. This resulted in a negative overall return on Assets
	-6.66%
	-14.69%
	-5.27%

	EBITDA Return on Assets Percentage
	6
	EBITDA is expected to double from the 2021 baseline during 2024/2025 trading periods. £833.3M of capitalised Development Costs will have to be amortised over the next few years so whilst EBITDA may hit the forecast targets, the Net Profit Margin is likely to remain small after I, D&A
	4.85%
	-2.51%
	5.33%

	Return on Equity Percentage
	7
	The negative returns are compounded by the cost of servicing the high levels of debt finance. This has been partly addressed by AM issuing new shares in 2022, the proceeds of which were intended to repay a large tranche of loan notes.
	-28.66%
	-51.05%
	-35.68%

	Current Ratio
	8
	Whilst there has been an improvement from 2019, ideally a desirable ratio in the region between 1.8 and 2.2 could be set as a target
	0.96
	1.1
	0.64

	Quick Ratio
	9
	A quick ratio of circa 0.8 would be ideal and this target is certainly within reach (Investopedia, 2023). Future free cash flow generation would also be important to consider
	0.74
	0.84
	0.41

	Cash Ratio
	10
	 According to GAAP, cash equivalents are investments and other assets which can convert into cash within 90 days (WallStreetMojo, 2023)
	0.43
	0.56
	0.08

	Days Sales Outstanding (DSO) based upon Trade and Other Receivables
	11
	[bookmark: _Int_WQLtCXw2][bookmark: _Int_M5gEsmVn]The inclusion of other receivables clouds the picture, and we really need to focus solely on Trade receivables to determine the accurate DSO ratio for our purposes
	82
	107
	94

	Days Sales Outstanding (DSO) based upon ONLY Trade Receivables
	12
	[bookmark: _Int_rQLHcYfR]It is evident that the DSO ratio is moving in the right direction
	46
	61
	65

	Inventory Turnover
	13
	Supply chain shortages have resulted in lower efficiency in terms of inventory turnover with some improvement in 2021
	3.72
	2.45
	3.51

	Days Payable Outstanding (DPO) based upon Trade and Other Payables
	14
	[bookmark: _Int_bL4dY4kj][bookmark: _Int_qO2tSvsN]The inclusion of other payables distorts the picture, and we really need to focus on Trade payables alone to determine the accurate DSO ratio for our purposes
	355
	427
	422

	Days Payable Outstanding Trade based upon Trade Creditors ONLY
	15
	AM intend to ensure that supplier payments are made within agreed terms, and we can derive some comfort that this is happening
	65
	76
	79





Ratio Summary (Continued)
	Ratio
	#
	Initial Observations for further consideration
	2021
	2020
	2019

	Gearing Percentage
	16
	Gearing is relatively high and the new share issue in 2022 has gone some way to improving the position despite adverse foreign currency movements and ongoing supply chain challenges
	65.91%
	59.52%
	75.42%

	Debt to Equity Percentage
	17
	A new share issue in 2022 is designed to reduce the proportion of expensive loan notes which have been issued in the absence of business generated positive cash flows. (Maverick 2021) suggests that D/E ratios for auto manufacturers would be higher and cites GM at 3.01 or 301% for its first quarter in 2022
	330.42%
	247.57%
	576.91%

	Long Term Debt to Equity Percentage
	18
	Note 17 applies
	162.76%
	120.79%
	254.58%

	Interest Coverage Percentage
	19
	The vulnerability of any retained profit is highlighted by the burden of servicing AM's debt
	-50.56%
	-328.15%
	-94.03%

	Earnings (p) Per Ordinary Share
	20
	Ongoing net losses are likely to continue until 2024/25 when EBITDA is projected to reach £500M. 
	-165.9
	-543.1
	-290.6

	Dividend Cover (Percentage) - Not applicable
	21
	This metric is not currently relevant for AM as no dividends have been proposed, nor are they likely to be over the next few years
	n/a
	n/a
	n/a

	PE Ratio 
	22
	 Whilst negative, the Market expects future earnings to arise
	-8.16
	-3.7
	-11.48

	Dividend Yield Ratio
	23
	Note 21 applies
	0
	0
	0

	Revenue per Employee
	24
	Revenue per employee is increasing and should improve further because of production efficiencies being introduced
	£465,900
	£246,000
	£382,300



What happened in the first 9 months of 2022?
[bookmark: _Int_kParm1yY]We noted that in Q3 2022, AM achieved revenues of £315M from the sale of 1,384 units resulting in an average selling price of £227K per vehicle. This is ahead of the Q3 2022 YTD average of £211K and indicates a strategy, based upon the online configurator, of delivering and capturing further customer value through customisation of vehicles.
The average selling price taken from Ferrari’s results in Q3 was 331,555 euros, approximately £282K (based upon the average exchange rate in 2022: 1.173 EUR). This places Ferrari’s ASP at circa 24% higher than AM during Q3.
The Q3 summary projections for 2024/25 seem understated and should provide AM with some ‘wriggle room’ in terms of generating, managing, and meeting stakeholder expectations.
Additional information on Q3 results is provided in a MarketLine report in Appendix 8.








[bookmark: _Hlk125310679]4. EBITDA (GENERATIONAL EQUITY, 2023) – AML & FERRARI COMPARED
[bookmark: _Int_e6nf59yC]A comparison of AML and Ferrari provides some valuable insights.
A focus on EBITDA is helpful, as this metric is referred to as a key indicator of progress in both sets of annual reports (GENERATIONAL EQUITY, 2023)
EBITDA accounts for Gross Profit or Gross Margin and deducts other operating and selling expenses apart from depreciation and amortisation.
[bookmark: _Int_dNC1xr9K][bookmark: _Int_Wbzlch0y]The degree to which AML looks for external partnerships can have an influence on the amount and nature of additional investment required. For example, a recent collaboration with Mercedes Benz was based upon an ordinary share issue by AML in recognition of being granted access to MB’s electric powertrain technology. 
EBITDA % Margin on Revenue
	Year
	Aston Martin
	Ferrari
	Gap to Close

	2021
	12.59%
	33.70%
	21.11%

	2020
	-11.46%
	33.03%
	44.49%

	2019
	12.13%
	35.85%
	23.72%



Gross Margin %
	Year
	Aston Martin
	Ferrari
	Gap to Close

	2021
	31.38%
	51.28%
	19.90%

	2020
	18.16%
	51.27%
	33.11%

	2019
	34.45%
	52.07%
	17.62%



[bookmark: _Int_RVanVwKh][bookmark: _Int_0qc3tYVo]It becomes immediately clear that Ferrari’s resilience was significantly greater than Aston Martin’s during the 2020 COVID affected period, but the question remains: How does AM close the gap to catch the ‘Prancing Horse’?
What drives EBITDA Margin?
Margin is the difference between Revenue and (Cost of Goods Sold + Other operating and selling expenses:
· Revenue = Units sold x Average Selling Price (ASP)
· Cost of Goods Sold = All the direct costs associated with manufacturing the Goods Sold
· Other operating and selling expenses (excluding depreciation and amortisation) 





[bookmark: _Hlk125310722]How can AML increase Revenue?
· AM’s ASP is increasing as new models and customisation options are made available
· Ferrari offered an online configuration tool in 2014 (LUXUO 2014)
· Production volumes are growing, as innovative technologies are introduced to increase productivity
[image: ]
Source: AML 2021 Annual Report Page 06

What is happening with reducing the Cost of Goods Sold?

[image: ]
Source: AML 2021 Annual Report (CFO’s Statement page 77) 

The point being made by the CFO is true but does not refer to the fact that the Gross Margin % achieved in 2019 was 34.45%, which paints a slightly different picture. Notwithstanding this omission, Aston Martin, under the leadership of Amedeo Felisa is now chasing the ‘Prancing Horse’!




[bookmark: _Hlk125310858]BEYOND THE NUMBERS - OUR FINDINGS
We have gathered a wide range of evidence that supports the actions being taken by the AML Board of Directors and concluded that there is a clear, well thought strategy which is being executed in a determined manner, undeterred by adverse macroeconomic factors (see Appendix 6).
The focus on strengthening the AML brand is clear and we have noted that the latest (Q3 2022) predicts that EBITDA is forecast to reach 25% of Revenue sometime during the 2024/25 reporting periods.

[image: ]
Source: Aston Martin Lagonda Q3 2022 Results






5. Conclusion and Recommendations
Conclusion
We have considered the opportunity to enter a JV with AM and conclude that the potential long-term rewards would more than outweigh any possible short-term losses.
The appointment of Amedeo Felisa as CEO on 4 May 2022 provides AML with someone who guided Ferrari through its recent successful growth, and who fully understands AML’s focus on developing its global brand and appeal.

[image: ]
Source: https://3dprint.com/293410/aston-martins-dbr22-features-fully-3d-printed-rear-assembly/

Appendix 8, the ‘Market-Line’ report on AML’s Q3 2022 results includes the following short paragraph:
Gross profit increased by 29% year-on-year to £286m (YTD 2021: £222m) and gross margin increased to 33% (YTD 2021: 30%) reflecting improved pricing and core mix, partially offset by higher logistics and manufacturing costs, particularly in Q3 2022
The increased gross margin is moving in the right direction and adjusted EBITDA (GENERATIONAL EQUITY, 2023) increased by 10% year-on-year to £80m, primarily driven by revenue growth and higher gross profit.



Evidence gathered which supports our conclusion and demonstrates that AML’s Board of Directors are ‘walking the talk’ includes:
· Raising cash through new share issues thereby reducing the risks associated with high levels of gearing, including both adverse foreign exchange rate movements and the increasing cost of debt finance:
· Lawrence Stroll has invested more of his money (Holder 2022) following a move by Zhejiang Geely Holding Group to increase its own stake in AML (Geely 2022)
· Stroll’s conviction and determination to implement ‘Project Horizon’ suggests that he is willing to inject more funds to achieve long-term success
· What is the market saying right now?
· The market price for AML shares has rebounded from its low price in November 2022 and some analysts are predicting significant improvement over the next 2 years 
· How will the demise of British Volt affect AML’s future supply chain plans? (Trudell, Morison 2023)
· AML’s strong link with MB will become more important for supply chain collaboration when it switches to electric power train technology for its planned fully electric models. This will now extend to batteries which Mercedes Benz could help to procure
· What is the market outlook for high luxury sportscars? (See McKinsey Report in Appendix 3)
· According to a McKinsey report, the predicted growth in the luxury car market is set to outstrip general demand for vehicles achieving a compound annual growth rate (CAGR) of 10% for vehicles in the price range of between $150K to $299K. 
· Vehicles above $300K are projected to achieve a CAGR of 9%. 
· Both these segments are significantly above the general market demand for vehicles which is forecast to achieve a CAGR of only 1%.
· What progress is being made in improving supply chain resilience?
· AML has taken proactive measures by locating its procurement support staff at the premises of some of its key suppliers to help address any supply chain delays (Phillips 2022)
· Additional evidence of targeted Board action is provided in Appendix 6 covering:
· Improved efficiency
· New strategic collaborative partnerships for R&D








We believe the targets set out on page 35 of AML 2021 Annual Report are achievable based upon increased average selling prices and reduced cost of sales percentages (attributable to efficiency improvements):
[image: ]
Source: page 35 of AML 2021 Annual Report
The right people can deliver the right numbers! Amedeo Felisa (former CEO at Ferrari) has done it before and can do it again.............
Recommendations
On the basis that AML has a clear strategy to implement its transformational ‘Project Horizon’, which is addressing all aspects of the business, we believe it has the commitment to see this through to a successful conclusion. This belief is well founded on evidence included in AML’s annual reports together with external sources.
This JV opportunity would certainly open the door to AML’s wider ecosystem and there could be scope for the resulting technology to be adopted by Mercedes Benz, given its strong links with AML.
Financial ratios and measures will always be fundamentally important as key performance indicators, targets and benchmarks. Given that AML are fully aware of its performance challenges, recognising the need for comprehensive improvement across all parts of its business, we believe that it is moving in the right direction.
Furthermore, AML’s strong financial and strategic links with Mercedes Benz will provide stability as it pivots towards fully electric vehicles across its model range.
We should certainly help AML to catch that Prancing Horse!

Appendices
[bookmark: _Hlk125312596]Appendix 1 – Formulae showing the calculation of Financial Ratios
Appendix 1 – Summary Table of Ratios and Notes
Appendix 2 – Legal and practical considerations for structuring a Joint Venture (Embedded PDF)
[bookmark: _Hlk125305256]Appendix 3 – McKinsey report on the future of High Luxury Sportscars (Embedded PDF Document)
Appendix 4 – MarketLine SWOT Analysis for AML (Embedded PDF Document)
[bookmark: _Int_aWd8KSSn]Appendix 5 – Key additional questions referred to in Executive Summary
Appendix 6 - External evidence of AML’s pursuit of ‘Project Horizon’
Appendix 7 - DBS 770 Ultimate
[bookmark: _Hlk125306015]Appendix 8 – MarketLine Summary Q3 2022 Financial Results and Operational Highlights






















	ASTON MARTIN HOLDINGS LTD - RATIO CALCULATIONS  2019 to 2021 (3 years)
	
	

	
	
	
	
	Restated

	
	Gross Profit Margin
	2021
	2020
	2019

	
	
	
	
	

	
	Gross Profit x 100%
	343.7
	111.1
	337.8

	
	Sales
	1095.3
	611.8
	980.5

	
	
	
	
	

	1
	Gross Profit Margin Percentage
	31.38%
	18.16%
	34.45%

	
	
	
	
	

	
	
	
	
	Restated

	
	Operating Profit Margin
	2021
	2020
	2019

	
	
	
	
	

	
	Operating Profit x 100%
	-76.5
	-322.9
	-52

	
	Sales
	1095.3
	611.8
	980.5

	
	
	
	
	

	2
	Operating Profit Margin Percentage
	-6.98%
	-52.78%
	-5.30%

	
	
	
	
	

	
	
	
	
	Restated

	
	Net Profit Margin
	2021
	2020
	2019

	
	
	
	
	

	
	Net Profit x 100%
	-189.3
	-410.5
	-117.6

	
	Sales
	1095.3
	611.8
	980.5

	
	
	
	
	

	3
	Net Profit Margin Percentage
	-17.28%
	-67.10%
	-11.99%

	
	
	
	
	

	
	
	
	
	Restated

	
	EBITDA % Margin on Sales
	2021
	2020
	2019

	
	
	
	
	

	
	EBITDA x 100%
	137.9
	-70.1
	118.9

	
	Sales
	1095.3
	611.8
	980.5

	
	
	
	
	

	4
	EBITDA % Margin 
	12.59%
	-11.46%
	12.13%

	
	
	
	
	

	
	
	
	
	Restated

	
	Return on Assets
	2021
	2020
	2019

	
	
	
	
	

	
	Net Income x 100%
	-189.3
	-410.5
	-117.6

	
	Assets
	2842.5
	2794.8
	2231.1

	
	
	
	
	

	5
	Return on Assets Percentage 
	-6.66%
	-14.69%
	-5.27%





ASTON MARTIN HOLDINGS LTD - RATIO CALCULATIONS  2019 to 2021 (3 years)
	

	
	
	
	Restated

	
	
EBITDA % Return on Assets
	2021
	2020
	2019

	
	
	
	
	

	
	EBITDA x 100%
	137.9
	-70.1
	118.9

	
	Assets
	2842.5
	2794.8
	2231.1

	
	
	
	
	

	6
	EBITDA Return on Assets Percentage
	4.85%
	-2.51%
	5.33%

	
	
	
	
	

	
	
	
	
	Restated

	
	Return on Equity
	2021
	2020
	2019

	
	
	
	
	

	
	Net Income x 100%
	-189.3
	-410.5
	-117.6

	
	Shareholders' Equity
	660.4
	804.1
	329.6

	
	
	
	
	

	7
	Return on Equity Percentage 
	-28.66%
	-51.05%
	-35.68%

	
	
	
	
	

	
	
	
	
	Restated

	
	Current Ratio
	2021
	2020
	2019

	
	
	
	
	

	
	Current Assets
	867.9
	889.5
	567.5

	
	Current Liabilities
	905.2
	808.3
	890.2

	
	
	
	
	

	8
	Current Ratio 
	0.96
	1.1
	0.64

	
	
	
	
	

	
	
	
	
	Restated

	
	Quick Ratio
	2021
	2020
	2019

	
	
	
	
	

	
	Current Assets Less Stock (Inventories)
	671.1
	682.1
	366.8

	
	Current Liabilities
	905.2
	808.3
	890.2

	
	
	
	
	

	9
	Quick Ratio 
	0.74
	0.84
	0.41

	
	
	
	
	Restated

	
	Cash Ratio
	2021
	2020
	2019

	
	
	
	
	

	
	Free Cash and Cash Equivalents*
	385.9
	453.6
	71.6

	
	Current Liabilities
	905.2
	808.3
	890.2

	
	
	
	
	

	10
	Cash Ratio
	0.43
	0.56
	0.08

	
	* Cash Equivalents adjusted by locked funds see Notes to Accounts:
	
	
	Restated

	
	Cash and Cash Equivalents
	418.9
	489.4
	107.9

	
	Less: Restricted Cash
	-33.0 
	-35.8 
	-36.3 

	
	Free Cash and Equivalents*
	385.9 
	453.6
	71.6 

	ASTON MARTIN HOLDINGS LTD - RATIO CALCULATIONS  2019 to 2021 (3 years)
	
	

	
	
	
	
	Restated

	
	Day Sales Outstanding (DSO)
	2021
	2020
	2019

	
	
	
	
	

	
	Trade and other receivables x 365
	89607.5
	65262
	91797.5

	
	 Revenue
	1095.3
	611.8
	980.5

	
	
	
	
	

	11
	DSO to nearest number of days
	82
	107
	94

	
	
	
	
	

	
	
	
	
	Restated

	
	Day Sales Outstanding (DSO) Trade Receivables Only
	2021
	2020
	2019

	
	
	
	
	

	
	Trade receivables x 365
	50917.5
	37120.5
	63254.5

	
	 Revenue
	1095.3
	611.8
	980.5

	
	
	
	
	

	12
	DSO to nearest number of days
	46
	61
	65

	
	
	
	
	

	
	
	
	
	Restated

	
	Inventory Turnover
	2021
	2020
	2019

	
	
	
	
	

	
	Cost of Good Sold
	751.6
	500.7
	642.7

	
	Average Inventory (average of opening and closing values)
	202.1
	204.05
	183

	
	
	
	
	

	13
	Inventory Turnover 
	3.72
	2.45
	3.51

	
	
	
	
	

	
	
	
	
	Restated

	
	Days Payable Outstanding (DPO)
	2021
	2020
	2019

	
	
	
	
	

	
	Trade and other payables
	730.8
	586.4
	743.5

	
	COGS/day
	2.0592
	1.3718
	1.7608

	
	
	
	
	

	14
	DPO to nearest number of days
	355
	427
	422

	
	
	
	
	

	
	
	
	
	Restated

	
	Days Payable Outstanding Trade Creditors ONLY
	2021
	2020
	2019

	
	
	
	
	

	
	Trade Payables
	134.1
	104.3
	138.5

	
	COGS/day
	2.0592
	1.3718
	1.7608

	
	
	
	
	

	15
	Restated DPO to nearest number of days
	65
	76
	79





	ASTON MARTIN HOLDINGS LTD - RATIO CALCULATIONS  2019 to 2021 (3 years)
	
	

	
	
	
	
	Restated

	
	Gearing Ratio
	2021
	2020
	2019

	
	
	
	
	

	
	Non-Current Liabilities x 100%
	1276.9
	1182.4
	1011.3

	
	Equity Plus Non-Current Liabilities 
	1937.3
	1986.5
	1340.9

	
	
	
	
	

	16
	Gearing Percentage
	65.91%
	59.52%
	75.42%

	
	
	
	
	

	
	
	
	
	Restated

	
	Debt/Equity Ratio
	2021
	2020
	2019

	
	
	
	
	

	
	Total Liabilities x 100%
	2182.1
	1990.7
	1901.5

	
	Stockholders’ Equity
	660.4
	804.1
	329.6

	
	
	
	
	

	17
	Debt to Equity Percentage 
	330.42%
	247.57%
	576.91%

	
	
	
	
	

	
	
	
	
	Restated

	
	Long Term Debt/Equity Ratio
	2021
	2020
	2019

	
	
	
	
	

	
	Long Term Debt x 100%
	1074.9
	971.3
	839.1

	
	Shareholders' Equity
	660.4
	804.1
	329.6

	
	
	
	
	

	18
	Long Term Debt to Equity Percentage
	162.76%
	120.79%
	254.58%

	
	
	
	
	

	
	
	
	
	Restated

	
	Interest Coverage
	2021
	2020
	2019

	
	
	
	
	

	
	Operating Profit x 100%
	-76.5
	-322.9
	-52

	
	Interest Charge
	151.3
	98.4
	55.3

	
	
	
	
	

	19
	Interest Coverage Percentage
	-50.56%
	-328.15%
	-94.03%

	
	
	
	
	

	
	
	
	
	Restated

	
	Earnings Per Ordinary Share (for Equity Holders)
	2021
	2020
	2019

	
	
	
	
	

	
	Net Income (Profit after Tax) x 100 (pence)
	-191.6
	-419.3
	-126.4

	
	Number of Shares (weighted average per Financial Statements)
	115.5
	77.2
	43.5

	
	
	
	
	

	20
	Earnings Per Ordinary Share (in pence)
	-165.9
	-543.1
	-290.6





	ASTON MARTIN HOLDINGS LTD - RATIO CALCULATIONS  2019 to 2021 (3 years)
	
	

	
	
	
	
	Restated

	
	Dividend Cover (Percentage) - Not applicable - No Dividends
	2021
	2020
	2019

	
	
	
	
	

	
	Net Income (Profit after Tax) x 100%
	-191.6
	-419.3
	-126.4

	
	Dividend Proposed and Paid
	nil
	nil
	nil

	
	
	
	
	

	
	
	
	
	

	21
	Dividend Cover (Percentage) - Not applicable - No Dividends
	n/a
	n/a
	n/a

	
	
	
	
	

	
	
	
	
	Restated

	
	Price per Earnings Ratio
	2021
	2020
	2019

	
	
	
	
	

	
	Market Value per Share
	1353
	2009
	3337.41

	
	Earnings per Ordinary Share
	-165.9
	-543.1
	-290.6

	
	
	
	
	

	22
	PE Ratio at year end date
	-8.16
	-3.7
	-11.48

	
	
	
	
	

	
	
	
	
	Restated

	
	Dividend Yield Ratio
	2021
	2020
	2019

	
	
	
	
	

	
	Dividend per Share x 100%
	0
	0
	0

	
	Market Value per Share
	1353
	2009
	3337.41

	
	
	
	
	

	23
	Dividend Yield Ratio
	0
	0
	0

	
	
	
	
	

	
	
	
	
	Restated

	
	Revenue per Employee
	2021
	2020
	2019

	
	
	
	
	

	
	Revenue
	1095.3
	611.8
	980.5

	
	Average Number of Employees
	2351
	2487
	2565

	
	
	
	
	

	24
	Revenue per Employee 
	£465,900
	£246,000
	£382,300









FINANCIAL RATIOS – SUMMARY TABLE
	ASTON MARTIN HOLDINGS LTD - RATIO CALCULATIONS  2019 to 2021 (3 years)
	
	

	
	
	
	
	Restated

	
	
	2021
	2020
	2019

	1
	Gross Profit Margin Percentage
	31.38%
	18.16%
	34.45%

	2
	Operating Profit Margin Percentage
	-6.98%
	-52.78%
	-5.30%

	3
	Net Profit Margin Percentage
	-17.28%
	-67.10%
	-11.99%

	4
	EBITDA % Margin 
	12.59%
	-11.46%
	12.13%

	5
	Return on Assets Percentage 
	-6.66%
	-14.69%
	-5.27%

	6
	EBITDA Return on Assets Percentage
	4.85%
	-2.51%
	5.33%

	7
	Return on Equity Percentage 
	-28.66%
	-51.05%
	-35.68%

	8
	Current Ratio 
	0.96
	1.1
	0.64

	9
	Quick Ratio 
	0.74
	0.84
	0.41

	10
	Cash Ratio
	0.43
	0.56
	0.08

	11
	DSO to nearest number of days (Trade & Other Receivables)
	82
	107
	94

	12
	DSO to nearest number of days (Trade Receivables only)
	46
	61
	65

	13
	Inventory Turnover 
	3.72
	2.45
	3.51

	14
	DPO to nearest number of days (Trade & Other Payables)
	355
	427
	422

	15
	DPO to nearest number of days (Trade Payable only)
	65
	76
	79

	16
	Gearing Percentage
	65.91%
	59.52%
	75.42%

	17
	Debt to Equity Percentage 
	330.42%
	247.57%
	576.91%

	18
	Long Term Debt to Equity Percentage
	162.76%
	120.79%
	254.58%

	19
	Interest Coverage Percentage
	-50.56%
	-328.15%
	-94.03%

	20
	Earnings Per Ordinary Share (in pence)
	-165.9
	-543.1
	-290.6

	21
	Dividend Cover (Percentage) - Not applicable - No Dividends
	n/a
	n/a
	n/a

	22
	PE Ratio at year end date
	-8.16
	-3.7
	-11.48

	23
	Dividend Yield Ratio
	0
	0
	0

	24
	Revenue per Employee 
	£465,900
	£246,000
	£382,300












Appendix 2 – Legal and practical considerations for structuring a Joint Venture (Embedded PDF)
This file can be accessed by double-clicking the file icon below:



Appendix 3 – McKinsey report on the future of High Luxury Sportscars (Embedded PDF Document)
This file can be accessed by double-clicking the file icon below:



Appendix 4 – MarketLine SWOT Analysis for AML (Embedded PDF Document)
This file can be accessed by double-clicking the file icon below:
















Appendix 5 - Executive Summary – Broader Questions beyond the Numbers
The purpose of this report is to review the current opportunity for entering a £5 million Joint Venture (JV) with Aston Martin (AM) with clear recommendations and a conclusion for board consideration
Alongside conventional financial ratio analysis, we must consider the following:
1. Risk Mitigation – Legal & Financial (see Appendix 2)
2. Risk Assessment - Financial Review of AM Financial Results using both conventional Ratio Analysis and further in-depth investigations covering Accounting Policies and externalities (such as adjacent technical developments amongst current and potential new competitors) 
3. AML has capitalised a substantial part of costs relating to research and development projects which will have to be offset against future revenues. What will this eventual amortisation mean for AML’s future profitability and how quickly might it have to happen?
4. Intellectual Property – What happens to any JV created IP in terms of Protection, Appropriation and Capturing Value?
5. What recent investments have been made, and by whom, in AM and what might this mean for future funding sources?
6. What is the market outlook for High Luxury Sports Cars?
7. Opportunity Cost – what other opportunities might we forego if we apply limited internal resources to the JV?
8. What might happen if we do not grasp this JV opportunity? Could it be taken up by a competitor?
9. What are the potential benefits for our organisation in developing a closer association with AM’s strong international brand?
10. Key findings from an independent SWOT Analysis for AM – What might this mean for our organisation? (See Market Line Report in Appendix 4)
11. Supply chain fragility has been a major weakness, so how can this be mitigated (Qamar, Collinson et al. 2022)
12. [bookmark: _Int_zYBSoef2]Resource planning and leveraging our strong supply chain networks might reduce the need for deploying internal resources
13. Could we apply for Innovate UK (or other) grant support for developing innovative technology, thereby mitigating some of the financial risks, or could we catalyse partnerships with UWTSD (or other University based researchers) who already have links with AM?
14. What is the recent history of AM entering JVs with other manufacturers and what lessons might we learn from these projects? (See example of Mercedes Benz collaboration agreement for accessing MB’s key electric powertrain technology)
15. How does the JV project fit with our technology roadmap and what might be the spinoff benefits for the IP we develop
16. IP management will be vital if we are to make key technology available to AM as we may otherwise lose control of valuable proprietary assets
17. What is AM’s history of collaboration agreements (see MB press release)
Given AM’s turbulent history and its supply chain problems, associated with Covid-19 and Brexit, all these issues (and others) are worthy of consideration as the company struggles to turn a corner in both its profitability and cash position.

[bookmark: _Hlk125312791]Appendix 6 – External evidence of AML’s pursuit of ‘Project Horizon’ 
(PH which also stands for Prancing Horse...I wonder 😊)
	Reference/website address
	Report Excerpts
	Relevance to recommendations

	https://www.pesmedia.com/aston-martin-lagonda-19102022
	Digital transformation has delivered a 30% increase in workflow efficiency for luxury car manufacturer Aston Martin Lagonda.
	Increases in workflow efficiency contribute to lower cost of sales and higher GP and EBITDA margins

	https://3dprint.com/293410/aston-martins-dbr22-features-fully-3d-printed-rear-assembly/

	Aston Martin’s DBR22 Features Fully 3D Printed Rear Assembly from Divergent....Aston says this brings "significant" weight savings without compromising on rigidity."
	[bookmark: _Int_zzcfGLm1]3D printing for low volume ‘specials’ such as the DBR22 opens significant opportunities for savings and improving development lead times. However, this may expedite writing off previously developed R&D expenditure by making it obsolete.

	https://www.divergent3d.com

	Divergent's digital production system, the Divergent Adaptive Production System (DAPS™), radically transforms auto manufacturing economics and environmental impact using a data-driven approach for designing and building vehicle structures.
	AML’s partnership with Divergent is another example of collaboration which enhances its agility, moving into the territory of a lean start-up. This further underlines the potential for current internal R&D to become obsolescent, as new partners with better technologies, replace internal projects.

	https://www.engineering.com/story/aston-martin-goes-additive-to-develop-new-suspension-system-in-six-months
	“Luxury brands such as Aston Martin are an obvious avenue for the growth of 3D printing technology in the automotive sector.”
	This reinforces the point of AML’s key collaborative initiatives and recognition that strategic partnerships are vital for rapid development, agility, and risk mitigation

	https://www.forbes.com/sites/neilwinton/2022/11/13/ferrari-finances-trump-aston-martins-but-powerful-backers-can-sponsor-electric-fightback/?sh=78e342926733
	“Leadership in the electric car revolution is a must for serious players in this high-end sector. Ferrari has not exactly been setting the world alight with its plan to unveil its first all-electric vehicle in 2025. Aston Martin’s credentials aren’t very impressive either, but some of its biggest shareholders are leaders in the transition to an electric world.”
	The shareholders referred to in this Forbes article are MB and Zhejiang Geely Holding Group (China). Both these groups have electric vehicle technology which will be of value to AML.











Appendix 7 - DBS 770 Ultimate
[bookmark: _Hlk125306028]This file can be accessed by double-clicking the file icon below:



Appendix 8 – MarketLine Summary Q3 2022 Financial Results and Operational Highlights
This file can be accessed by double-clicking the file icon below:
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And all | ask is a tall ship
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The introduction of a best-in-class online
‘configurator ool in uly has enhanced the enquiry.
and ordering process for customers and led to.
dealer leads being trebled, as Aston Martin
‘embraces new audiences and capitalises on the
trends of personalisation and digial connectivity
so revered by today’s luxury consumer.

More than 13,000 users visited the configurator
‘on launch day, with 2,500 sales leads generated
within just three months of its launch
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Through Project Horizon, the Company tooR
actions on costs, including a 20% reduction
in manufacturing cost per unit, thanks to
efficiency work conducted at Gaydon and St
Athan during the year. This impact, combined
with increased revenues, drove gross margin to
31% (2020: 18%). Adjusted EBITDA increased
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FY2022 & Medium-Term Outlook

FY 2022 outlook modestly revised to reflect the impact of new, temporary supply chain challenges in H2
Medium-term targets reaffirmed

2022 Guidance
Wholesales 6,200-6,600 units (revised from > 6,600 units)

75-90 Aston Martin Valkyrie programme vehicles
Focus on refining Aston Martin Valkyrie programme production process

Adj. EBITDA margin €.100-300 bps expansion (revised from c. 350-450bps expansion)
D&A c.£315-330m

Interest Expense €.£425m P&L! / c. £130m cash

Capexand R&D c.£300m

Medium-term by 2024/25

Wholesales €.10,000 units.
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ALL NEW PRODUCTSTO
DELIVER CONTRIBUTION
MARGINS OF 40%
NEW-GENERATION SPORTS
\RWITH ELECTRIC PLUG-IN
HYBRID TECHNOLOGY

LAUNCHED IN 2024
NEW FULLY-ELECTI
MODEL TARGETED FC
LAUNCH IN 2025

FULLY ELECTRIFIED SPORT)
GT AND SUV PORTFOLIO
BY 2030

Our strategic shift to a demandk-led, ultra-luxury
operating model where retail sales are well
ahead of wholesales is supported by strong.
pricing and improved residual values.

We have significantly reduced customer
and retai financing incentives, with savings
reinvested into the business in the form of
Fixed Marketing.

We are investing in product and engineering and
have the most exciting and compelling product
pipeline coming to market, including a new
generation of front-engine SporGT cars in 2023,

Paint shop consolidation is now complete,
delivering a more effcient footprint and quality
improvements with c. £1k net savings per vehicle

We have delivered the first ten Aston Martin
Valkyries — the ultimate F1™ road car.

We have launched a new, class-leading
configurator with improved customer experience,
trebling leads to dealers.
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A basic guide to the legal process

Establishing a Joint Venture






Introduction

Joint Ventures (JVs) are a useful medium for businesses wishing to pursue activities
where they do not have all of the required expertise, resources or funding for

the project. Whether a company is looking to diversify risk and control, combine
expertise, save money, enter a foreign market or gain access to new resources, a JV
with another party may provide the mechanism to achieve their goals.

A “joint venture’ is not strictly a legal term and can encompass a broad range of
relationships between parties whereby they pool certain resources and share the
rewards. This note is intended to outline the main principles that any party entering
into a JV will need to consider. Your legal advisors will assist you in structuring

and documenting the JV to ensure commercial objectives can be achieved whilst
meeting the legal, regulatory and tax requirements of the venture parties.

66

We use them for everything and think there is no
better alternative. They understand their clients
incredibly well.

- Client quote, Chambers UK, 2019





1 Why enter into a JV?

2 How to structure your JV?

3 What laws govern JVs?

4 Key documents

5 Timeline
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1. Why enter into a JV?

There are many reasons why a business might consider entering into a JV.

¥

Access to resources

It might be that the company
lacks the required knowledge,
human capital, technology or
access to a specific market to be
successful in pursuing a business
activity. By collaborating with
another company, resources can
be shared without having to invest
large amounts of capital to obtain
those resources.

7
&)

New market penetration

It is common for a company to
partner with a ‘local player’ in the
new market it is looking to enter.
This allows the relevant logistics to
be taken care of by the local player
which can significantly reduce
barriers to entry and is especially
attractive to parties wishing to
enter markets with significant
regulatory or cultural barriers.

Common reasons for failure.

Shared risk

Entering into a new market or
creating a new product or service
can be risky and a company may
not wish to or indeed be able to
manage the risk alone. A JV allows
the parties to contribute a portion
of the resources required for the
project, reducing some of the
financial burden placed on each
side. By sharing a common pool
of resources, costs of the overall
project can be reduced.

e

[e]

Funding

Small companies will often not
have the resources or capital for
significant growth projects. By
partnering with a larger company
with access to more financial
resources, the smaller company
can expand at a faster rate.

Iad

Flexibility

Unlike a merger or acquisition,

a JV is a temporary (although
sometimes lengthy) contract
between the parties which
dissolves at a specific future
point agreed between the
parties. This may be a fixed date,
when a certain milestone has
been reached or simply when
they agree to bring it to an end.
The parties can continue running
and retain control of their own
operations in other areas while
the JV is underway. Each party
maintains its own identity and
can easily carry on with its own
business operations once the JV
is concluded.

Before entering into a JV, the parties should ensure their understanding of the project, commercial expectations
and culture are as aligned as possible. The most common causes of unsuccessful JVs can be grouped into the

following categories:

Mismatch of objectives

The parties may have different
objectives for the JV. By entering
into a JV both parties inevitably
forgo a certain level of control
over the project and so need to
ensure their respective goals are
fully understood by the other.

Cultural mismatches

Different working methods and
expectations can lead to poor
integration and cooperation,
which can threaten the success
of the project. Parties should seek
to understand and manage any
cultural differences.

Imbalance in levels of expertise,
investment or assets

Where one party is contributing
disproportionately to the JV

which is not recognised in the
distribution of profits, this can lead
to issues between the parties and a
breakdown of the relationship.

Establishing a Joint Venture





2. How to structure your JV?

Put simply, a JV is a commercial agreement between two or more economically
independent entities with a view to sharing the rewards of cooperation. It can be
established via one of four basic legal structures: (a) Limited Liability Company,
(b)Limited Liability Partnership (LLP), (c) a Partnership (or limited partnership), or

(d) a purely Contractual Co-operation Agreement.

Broadly, the four forms reflect varying degrees of integration of the
interests in the JV. The corporate structure (Ltd and LLP) will vest all

of the trading activities and assets in a single, jointly owned corporate
vehicle. However, a purely contractual agreement (structure (d) above)

will result in no pooling of assets and no general sharing of revenues
and costs. For the purposes of this note we focus on structure

(a) above being a Limited Liability Company and structure (d) above
being a purely contractual JV, as they are both the most commonly
used and the most distinctly different.

Advantages

Limited
Liability
Company

Structure

of the JV

Disadvantages

Limited Liability
Company

» Member liability is limited to an agreed amount

» Well recognised and most common vehicle
used in JVs

« Comprehensive legislative framework
supports the contractual arrangements
between the parties

- Tailored share rights to reflect size,
contributions and motivations of the JV

- As a separate legal entity the company can
enter into contracts, sue and be sued, borrow
money, and hold property in its own name

« It is possible to create a governance
structure within the vehicle which satisfies
the purpose of the JV e.g. voting rights

for different members, exit triggers, and
accession of new members.

» Companies are subject to statutory
regulation which can be onerous for directors

» The company must be publicly registered
at Companies House and as an incorporated
company it will need to file accounts and
other information on a regular basis

« Directors can be subject to personal liability
if they breach duties

» Deadlock can occur where the parties
cannot agree which may lead to complex exit
procedures being triggered

« Companies are not tax transparent

Purely Contractual
Arrangement

« Flexibility is a key advantage with the parties
able to quickly set up the JV or dismantle it as
no separate entity is formed. This is useful for
short term or single-goal JVs

- Parties retain ownership of their assets

- Parties not liable for the debts of the other
but may share liability on specific contracts
with third parties

« Each party taxed directly on its share of
profits and losses of the venture

- No separate legal entity which can enter into
contracts, sue or be sued, borrow money,

or hold property in its own name. This can
create an unclear structure and make internal
operations complicated

« There is a risk of a partnership being formed
which would result in unlimited joint and
several liability where each JV party is liable
for all losses of the venture

« May be difficult to raise external debt finance
as there is no separate legal entity owning its
own assets.
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3. What laws govern JVs?

There is no UK legislation which specifically governs JVs. If a JV is established by way of a UK incorporated company
then UK company law will apply e.g. the Companies Act 2006.

A limited liability partnership will be created under and governed by the Limited Liability Partnerships Act 2000.

A contractual JV will be governed purely by contract law.

4. Key Documents

Setting up a JV will require the following key documents
to be agreed.

Non-Disclosure Agreement (NDA)

An NDA should always be entered into early in any
negotiation process. It is likely throughout the negotiation
process the JV partners will need to share sensitive and
confidential information relating to their businesses.

A properly drafted NDA ensures the recipient cannot
misuse that information and although the exact terms

of the NDA may be negotiated, experienced parties will
always expect to enter into one in some form or other.

Heads of Terms

Before the detailed JV documents are drafted, the parties
will usually agree a basic framework for the deal in a
Heads of Terms document (often referred to simply as the
Heads). Although this document may only run to two or
three pages and is usually expressed to be non-binding
on the parties, the Heads ensure that there is agreement
in principle on all key terms of the JV before significant
time and money are invested in the full process. Whilst it
may be tempting not to involve lawyers and accountants
at this preliminary stage, the Heads are an important
document and should have professional input before
being signed. Tax advice at this early stage will also

be important, particularly if the parties are subject to
different tax regimes.

JVA/Shareholders’ Agreement

The JVA is the principal transaction document which
will be entered into by the parties and will establish and
govern the JV. It includes all the terms in detail and the
operative parts are likely to be the subject of most of the
negotiation time. The JVA will also include certain boiler
plate provisions that are not usually negotiated heavily,
but which are designed to provide certainty on a variety
of legal matters (such as confirming the governing law
applicable to the contract). We look in more detail at
some of the principal terms of the JVA below.

Articles

Where the JV is established by way of a JV Company,
the JV will also be governed by the Articles which

are publicly registered at Companies House. It is
customary for the Articles to include provisions relating
to board appointment rights, powers and responsibility
and decision making of the directors, share transfer
restrictions, pre-emption rights, permitted transfers,
further issuance of shares and dividend policy. The
JVA and Articles will work together as the governing
documents of the JV. Where no JV Company is
incorporated, the provisions commonly found in the
Articles will be incorporated into the JVA.

Ancillaries

In addition to these key documents listed above there
will likely be a suite of ancillaries required, particularly
where the parties choose to incorporate the JV through

a JV Company. This includes board minutes, shareholder
resolutions, stock transfer forms, Companies House
filings and client communications, all of which are
important to the transaction but which are not usually the
subject of significant negotiation.
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5. Timeline

A JV can be established quickly if the parties are agreed on the commercial terms. Where both parties are committed
to a deal (and with a fully engaged team of supporting professionals) the JV process will typically take from four to six
weeks from signature of an NDA to formal execution of the JVA (Completion). The timeline can become protracted
where the parties are not commercially aligned and where significant negotiation is required on any issues.

Due diligence by client Identify JV partner

o

Heads of Terms

C
o
=
@
=
o
(0]
()
P

Set up JV Company*

4 - 6 weeks

JVA and Articles

Completion Ancillaries:
board minutes,

shareholder
resolutions,

stock transfer
forms etc.

v Filings and
post-completion

*This step is only required if the parties choose to establish the JV through a JV Company.
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6. JVA concerns for parties

As we have already seen, the JVA (and the Articles)
contain the full details of the JV structure, the obligations
of the parties and the provisions governing how the JV
will operate. It will flesh out all of the matters which were
agreed in principle in the Heads.

Although no elements of the JVA are superfluous, many
can be left to negotiation between lawyers. Depending
on the complexity of the JV, some terms will, however, be
of particular concern to the parties who will work closely
with their lawyers to ensure they properly reflect what has
been agreed with the other JV Party. These include:

Identity of the JV parties

How the parties choose to enter into the JV (for example,
as an individual, via a partnership, company or other
body) is often driven by tax implications and this is
something your lawyers and accountants will be able to
advise you on.

Business of the JV

It is important that the business of the JV is clearly
defined. For example, the parties will need to identify
whether there is a specific project being undertaken by the
JV or whether this will be a continuing business, where the
business will be based, the parties’ objectives etc.

Financing the JV

The parties will need to decide how much each party
will contribute to the JV Company. It may be that the

JV will be financed equally by the parties. However, it is
sometimes the case that one party will provide financing
whilst the other provides expertise. It is also possible that
one party might provide the initial funding and the other
party will have an option, or sometimes an obligation, to
provide further funding further down the line. There may
also be third party investors or debt providers helping

to finance the venture. Financing is often driven by tax
implications and this is something your lawyers and
accountants will be able to advise you on.

Board of directors

Depending on how the JV is structured, each party will
likely want the right to appoint directors to the board of
the JV Company. Aspects such as structure and control of
the board, powers of the directors, voting arrangements,
appointment of a chairperson etc. will all need to be
agreed by the parties.

Ownership of the JV Company

The day to day operations of the company will be handled by
the directors of the company. Depending on the structure of
the JV, a party may require that their consent is required in
order to take certain important decisions such as amending
the business plan of the JV Company, amending the Articles,

issuing and allotting new shares etc. It is customary for
these matters to be referred to as ‘Reserved Matters’ and
to be included in a schedule to the JVA together with the
mechanism by which consent is to be provided.

Deadlock

Deadlock occurs when there is an equal number of votes
for a particular decision. This can particularly be an issue
where the JV is established on a 50:50 basis. The process
to be followed where a deadlock is reached will be set
out in the JVA or the Articles and may include a chairman
having a casting vote, independent non-executive
directors being brought in, an external arbitrator being
involved, or the parties agreeing that in deadlock one
party will have the right to exit the JV by selling their
shares to the other JV Party. How the parties want to deal
with this occurrence is a commercial decision.

Termination

A common concern for JV parties is how and when
they will terminate the JV. The parties can specify
circumstances which would result in a termination,

for example: (i) a certain milestone being reached or a
project concluding, (ii) insolvency of one of the parties,
(iii) transfer of shares by a party, (iv) a change of control
by one of the JV parties, (v) a material breach of the JVA
or (vi) a notice of termination given after a specified
period.

New Investors

It is sometimes the case that the parties want to bring

in a new partner into the JV. The JVA will normally

include a mechanism for acceding the new partner into
the JVA so that they are required to comply with the
obligations thereunder. The new partner will also become
a shareholder of the JV Company and will therefore
automatically be subject to the Articles.

Main JVA terms

8 Identity of the JV parties
= Business of the JV
-
g Financing of the JV
\Q' Board of directors
wn
o Ownership of the JV Company
)
E Operation of the JV
= Deadlock
> eadloc
) N
Termination
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7. Completion and post-completion

Once all of the terms of the JVA and Articles have been agreed and the JV Company incorporated

(where relevant), lawyers for the JV parties will then coordinate to ensure all signed documents and other
deliverables (company books, ancillary board meetings and resolutions etc.) required to establish the JV
are in place. At this point the documents can be executed and the JV established. Although there can
occasionally be last-minute delays, Completion is usually a relative formality because everything has been
lined up prior to Completion.

The final steps in a corporate JV establishment are usually:

Issuing shares in the JV Company to the parties

The Company issuing the parties with share certificates
in respect of their shares

The statutory register being updated with the names of the parti

Filing of various Companies House forms to reflect the new
ownership and control of the JV Company.
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8. Conclusions

This note is only a summary of the key steps in establishing a Joint Venture. Setting up a JV can be relatively
straightforward but there are many potential pitfalls which you will need to be aware of as you progress

through the process.

Legal, tax and accounting input should all be sought at an early stage and will ensure that both parties are

properly protected.

Farrer & Co's Corporate team are specialists in establishing Joint Ventures and have acted regularly for
companies, institutions and individuals in the formation, funding and completion of JVs. We would welcome
the opportunity to discuss any aspect of this briefing note with you.
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10. Glossary

Ancillaries an umbrella term for supporting documentation such as board minutes, shareholder
resolutions, Stock Transfer Forms and Companies House filings that are required to
effect a transaction

Articles articles of association which forms part of the constitutional documents of a company

Boiler plate a general term for the suite of clauses in the SPA or BPA dealing with legal matters that
are not usually core to the transaction

Completion the point at which the deal is legally concluded and ownership of the Target transfers to
the Buyer

Deliverables a general term for documents and physical items to be delivered by either party at
Completion

Disclosure the formal process by which a Buyer is fixed with knowledge of matters that are

inconsistent with the warranties

Heads (of Terms)

a (largely non-binding) document setting out the key terms of the proposed transaction

v

Joint Venture

JV Company

if the parties opt to establish the JV by way of a company, this is the vehicle by which
the parties will operate the JV

Joint Venture
Agreement/JVA

the principal transaction document where the parties agree to enter into a JV and set
out the terms that will govern such JV

Parties

the entities, institutions or individuals entering into the JV
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Luxury-vehicle brands stand apart. Where the
mainstream market has largely stagnated, with
little to no growth expected through 2031, the
luxury segments should gain share during the
same period, with growth rates ranging from 8 to
14 percent annually. What’s more, margins in the
luxury segment ranged in the double digits from
2016 to 2021, while the mass market remained in
the low single digits during the same period.

Cultivating a separate market

The luxury market is where the action currently is

in the automotive world. In addition to traditional
comfort, convenience, entertainment, and safety
features, luxury cars bristle with advanced
connectivity elements, autonomous-driving
options, and the latest powertrain electrification
technologies. They also have some of the strongest
brands in the industry.

Our latest report on the luxury-automobile market
updates McKinsey’s extensive research on the

sector.' It focuses on five significant trends in the
global luxury-automobile segment? that we believe
will shape the market over the coming decade. To
develop this perspective, we created two scenarios
for market growth and electrification—one baseline
and one accelerated—that we used to inform our
thinking (see sidebar, “Methodology”). This article
largely follows the accelerated scenario.

Global political and economic trends can influence

the growth of luxury vehicles. The scope, pace, and
characteristics of demand hinge on a variety of factors,
including the creation of wealth, the promulgation

of regulation, the state of the global economy,
geopolitics, technological advancements, and OEM
and supplier strategies. The world is recovering from
the COVID-19 pandemic, along with recent supply
chain disruptions and high inflation rates. The war

in Ukraine has disrupted energy and food supply
chains, and associated sanctions on Russia have
affected economic stability. Consequently, economic
development has become uneven across geographies,
and the growth outlook is uncertain.

Methodology

When plotting luxury-vehicle volumes
and electrification rates, McKinsey used
two growth scenarios.

— Baseline scenario: The analysis is
based on 2021 starting volumes on
the production of vehicles priced
higher than $80,000 (base price and
10 percent premium for add-ons), and
2022 to 2025 growth on planned
production capacity additions, as
well as the announced and expected
new launches of luxury OEMs. From
2026 to 2031, the scenario assumes a

continuation of growth in the number of

high-net-worth individuals and ultra-
high-net-worth individuals of 9 and

5 percent annually, respectively. The
scenario derives electrification rates
from McKinsey’s electrification model,
which assumes continued battery
technology improvements, decreasing
battery prices, additional regulatory
limits on internal-combustion-

engine (ICE) sales, and the increased
availability of charging stations, among
other factors.

— Accelerated scenario: Building off the

baseline scenario, the accelerated

story adds new models during the
period from 2022 to 2025, pulled
forward from the period from 2025

to 2031, with the added introduction

of lower prices and higher-volume
SUV variants. SUVs will lead in

growth, followed by sports cars, and
China will see a significant jump in

SUV sales, which will benefit from a
rising share of local production and
new-product launches. High electric-
vehicle penetration will result from an
additional supply of battery-electric-
vehicle models and variants. More cities
will issue bans on ICE vehicles by 2031.

" “The new realities of premium mobility,” McKinsey, November 19, 2019.
2 Cars with a manufacturer’s suggested retail price (MSRP) of $80,000 or more.
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1) The luxury market will grow to
serve wealthy consumers

While there are many ways to segment the luxury-
car market—by brand, powertrain, or price, for
example—in this report, we have segmented the
luxury-car market based on four manufacturers’
suggested retail price (MSRP) tiers. These tiers
consist of vehicles priced from $80,000 to
$149,000, $150,000 to $299,000, $300,000 to
$500,000, and above $500,000.2

The four luxury segments are expanding at a
compound annual growth rate of 8 to 14 percent
through 2031. In contrast, the market for cars that
cost less than $80,000 is expected to remain
virtually flat through 2031, with about 1 percent
growth per year (Exhibit 1).*

Exhibit 1

The primary reason for the growth in the luxury-car
segment involves the continued increase of ultra-
high-net-worth individuals (UHNW!I), people with
more than $30 million in investable assets, and
high-net-worth individuals (HNWI), people with
assets ranging from $1 million to $30 million. With
more millionaires (and billionaires) in more places,
the nexus of sales growth for luxury automobiles has
shifted from North America and Europe to Asiaand
the Middle East. This new, more regional demand for
high-ticket automobiles has attracted new entrants
to the market because of strong geolocation and
technology shifts, especially in China, resulting in
more new-product launches.

The luxury car segment will drive most market growth.

Segmentation of car market by vehicle cost range

Luxury

2-3%

>$500,000

Units sold 2021, CAGR
thousand units 2021-31, %

~1 +14

$300,000-$500,000 20 +9

Non-luxury

97-98%

<$80,000

140 +10

1,375 +8

73,500 +1

Source: Expert interviews; IHS Markit; McKinsey Center for Future Mobility; McKinsey analysis

3 US-focused MSRP data across all price tiers (including less than $80,000) has been increased by a conservative 10 percent to accommodate
equipment and other add-ons. This has led to a shifting of sales between the price tiers.

#]HS Markit and McKinsey analysis.
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Growth will vary by price band, spurred by new
companies, cars, and customers

Our analysis suggests that the growth in luxury-car
segments will vary by price band, with higher price
brands seeing somewhat more growth.

$80,000 to $149,000: This segment will see
rising competitive intensity due to the growing
importance of new attackers. By 2031, the
segment is expected to grow by more than

8 percent per year, exceeding three million units,
more than double 2021 volumes.® The segment

will observe heightened competition with the

entry and expansion of new attackers, which will
help expand the market’s size, giving consumers
more options across price points. Incumbents will
continue to dominate the market through timely
product upgrades and new launches. For example, a
leading German OEM in the $80,000-t0-$149,000
segment will likely launch up to five new products,
helping the company maintain its market control.

$150,000 to $500,000: This segment will grow
uniformly between nine and ten percentage points
a year through 2031. The $160,000-t0-$299,000
and the $300,000-t0-$500,000 segments are
likely to experience 10 and 9 percent annual growth
in sales, respectively, with the former reaching
nearly 300,000 units in 2031and the latter nearly
40,000 in the same period.® Luxury OEMs have
announced more than 20 new models in these

price segments, a sign of increasing competition.
This number should rise further as OEMs with less
complex or smaller portfolios launch EV SUVs at the
lower ends of these segments, which should roughly
double SUV sales by 20317

$500,000 and above: This segment will see strong
momentum. More than ten new “attackers” have
entered or are planning to enter the very top of the
market (thatis, with cars priced at more than

$1 million MSRP), and their geographic distribution
is truly global, spanning China, Europe, Japan, and
the United States. The level of competitive intensity

should grow significantly. Many of the offerings in
this segment are fully or partially electrified, and
given the extreme price range, we expect relatively
limited production volumes in the above-$500,000
tier (thatis, 1,000 or more units per year). This newly
crowded market has experienced a jump in product
launches, from five in 2016 to 16 in 2021. Part of the
reason for so many launches, aside from the fresh
players entering the arena, involves the shift toward
electrification, which has prompted both incumbents
and attackers to produce EVs to remain competitive.

Electrification will differentiate the top

luxury tiers

Under McKinsey’s accelerated scenario, battery-
electric vehicles (BEVs) will be dominant across

all luxury-segment tiers by 2031, but the degree

of adoption will vary based on the price band. Our
research reveals an openness to EVs among affluent
customers, who increasingly value sustainability. For
instance, globally, more than 70 percent of current
owners of premium and luxury internal-combustion-
engine (ICE) vehicles are willing to switch to EVs
during their next vehicle purchase.®

The $300,000-t0-$500,000 segment to see
greater EVinroads. The $80,000-to-$149,000
price band should reach three million units in 2031
and achieve 65 to 75 percent electrification that
year as well (Exhibit 2). The $160,000-to-$299,000
tier will likely grow with a lag in the initial years due
to supply constraints, achieving about 30 percent
EV penetration by 2026 and then rising to roughly
75 percentin 2031, The $300,000-to-$500,000
tier will also trail other segments with an estimated
25 to 30 percent penetration in 2026 but then rise
to about 85 percent in 2031. The above-$500,000
tier will likely resemble the $80,000-to-$149,000
price tier until 2026, with an estimated 35 to

40 percent EV penetration. However, the long-
term transition to EVs will be slower, as the ICE
segment will remain a popular choice because of
discretionary and experiential value.

5|HS Markit and McKinsey analysis.
51bid.
7|HS Markit; company press release; McKinsey analysis.

8 McKinsey Center for Future Mobility, mobility consumer insights survey.
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Exhibit 2

The $150,000 to $500,000 price band luxury cars could have 80-90 percent

electric-vehicle penetration by 2031.

Adoption of electric luxury vehicles by cost bracket,' % share

$80,000-$149,000 $150,000-$299,000

40-50 45-56
- 16-20

. . B

2021 2026 2031 2021 2026 2031

$80,000-$149,000 $150,000-$299,000

65-75 [
36-40
27-32
2021 2026 2031 2021 2026 2031

| BASE SCENARIO
$300,000-$500,000 >$500,000
55-65
36-40
956-30
13-17 ~152 I
~3
=N L]
2021 2026 2031 2021 92026 92031

‘ ACCELERATED SCENARIO ‘

$300,000-$500,000 >$500,000
80-90
45-50
s 36-40
~152
~3
= []
2021 2026 203 2021 2026 203

'Regulation is comprehensive and aggressive; heavy taxation disincentivizes usage of internal-combustion-engine (ICE) “hypercars”; ultra-low emission
zone-like regulations make it harder to drive ICE vehicles throughout cities. Regulation drives up the cost of manufacturing to levels at which OEMs fully switch
to battery-electric vehicles (BEV) and plug-in-hybrid-electric (PHEV) models. Consumer preferences reach a tipping point in which BEV and PHEV hypercars

are seen as more “in vogue” than ICE hypercars.

2L argest-volume models, including Lotus Evija, Pininfarina Battista, and Rimac C-Two.
Source: Expert interviews; IHS Markit; McKinsey Center for Future Mobility; McKinsey analysis

The electrification levels in the $150,000-to-
$500,000 price bands result from several trends,
notably the influx of EV-focused disrupters and

a strong supply side push. Regarding the former,
the EV disrupters and several mainstream luxury
brands already offer EV models, but many top
luxury brands will likely remain on the sidelines, at
least until 2025, when their first models should
arrive. The latter point regarding the supply

side push will result from new regulations and
technology. The scope of zero-emission mandates
enabled by additional city bans on ICE vehicles by

Five trends shaping tomorrow’s luxury-car market

2031—cities where HNWIs typically live—will likely
grow, given the political momentum behind them
and shifting consumer sentiments. Additionally,
improvements in technology are making it possible
for car manufacturers to offer similar or better
performance in electric vehicles compared with
luxury ICE cars.

Animportant caveat regarding a brand’s embrace of
BEVs involves its starting point. While EV specialists
begin from a core EV position, incumbent ICE OEMs
must work through significant legacy combustion-





engine issues, including stranded assets, R&D
integration problems, and likely false starts along the
way, which can slow their transition to BEVs. The very
top luxury and performance brands will likely feel this
challenge acutely since they are drastically under
scale by mainstream-automobile standards. That
makes it harder for these brands to change course
quickly in terms of technologies or assets, hence
their delay in making the move to electrification.

SUVs will likely dominate the luxury-EV market.
The enduring popularity of SUVs in the $80,000-
t0-$149,000 segment is migrating to EVs and the
higher luxury tiers as more OEMs electrify and
introduce SUVs in segments traditionally dominated
by sports cars and limousines. For example, in

the $150,000-t0-$299,000 and $300,000-
t0-$500,000 luxury-car markets, OEMs have
announced close to ten new BEV SUVs across
sports, coupe, and crossover categories through
2027.° This number will likely increase as more
brands focus on sustainability. In contrast, there
are only two to three announcements in the sedan
category.© As aresult, the share of SUV sales is
likely to increase from less than 25 percent to

40 percent between 2021 and 2031. Meanwhile,
the shares for other popular segments such as
sedans and sports cars will probably fall to 20 and
40 percent, respectively, in 2031, from 25 and

50 percent in 2021."In the above-$500,000 price
band, about 50 percent of sales will likely be EV
SUVsin 2031, up from less than 15 percent in 2021.

SUVs have been popular in the global automotive
market since the early 2000s because of arange

of factors, including perceived safety, convenience,
styling, and practicality. Additionally, many

wealthy buyers desire greater resilience given the
broadening regional applicability of SUVs. According
to a McKinsey survey, around 50 percent of premium-
and luxury-car buyers prefer SUVs as their next
purchase.” Several leading luxury-car makers,

including Aston Martin, Ferrari, and Lotus, are busy
introducing their SUVs in response to this demand.

Value pools are shifting. EV disrupters have
opportunities to monetize the life cycle of their
vehicles. This can allow EV disrupters to break

even despite potentially taking aloss on the initial
purchase. For instance, radical levers and new
business models such as only direct to consumer
(DTC), EV- and battery-as-a-service, advanced
driver-assistance systems (ADAS), and smart-
connectivity features, among others, can increase
profits by more than 7 percent by 2026." Incumbent
luxury players often depend on upselling and point-
of-sale option sales to drive profitability and should
also benefit from the chance to offer software

via over-the-air (OTA) updates going forward.

Our research shows that more than 70 percent

of Chinese customers would prefer to access
postpurchase upgrades through subscriptions or
pay-per-use plans.

Luxury is going global

The luxury segment will likely see significant shifts
in its geographical makeup, with nontraditional
markets such as China gaining momentum. We
expect the Asia—Pacific region to have the highest
growth for the forecast period, propelled by
factors such as anincrease in UHNWIs and HNWIs
between 2021and 2026. For instance, predictions
put the percentage growth in the UHNWI population
in Asia at 33 percent compared with 28 and

27 percent in the United States and the European
Union, respectively. During the same period, the
number of UHNWIs in China alone should increase
by more than 250 percent," albeit from a small
base. Growth trends in the HNWI population should
exceed those of the UHNWI cohort, increasing by
more than 60 percent in Asia compared with less
than 53 percent in the European Union and the
United States between 2021 and 2026.

9 |HS Markit; company reports; McKinsey analysis.
Olbid.
"IHS Markit and McKinsey analysis.

2 McKinsey Center for Future Mobility, mobility consumer insights survey.

'S Estimation includes vehicle parc—that is, the number of vehicles in a market—of 35,000 units in 2026 and subscription cost of ADAS,
connectivity, over-the-air features, and maintenance for a luxury-EV manufacturer.

" The wealth report, Knight Frank, 2022.
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2) China: Becoming the world’s luxury
growth engine

China will be a crucial part of the growth engine for
the luxury-automobile market. For example, in the
above-$80,000 price tier, we expect China to be
the fastest-growing market for luxury cars by 2031,
with 14 percent annual growth, thus increasing

its global share in the segment from 24 percentin
2021to about 35 percent at the end of the decade
(Exhibit 3). This will be driven by arapid increase in
the number of HMWIs and UHNWIs in the country.

Exhibit 3

Currently, the $80,000-t0-$149,000 price band

is driving the growth in the luxury-car segmentin
China. Traditionally, global luxury-car OEMs have
single-handedly led this growth. Recently, however,
local champions have developed a strong connection
with consumers by offering a seamless customer
experience, technological ecosystems, and innovative
offerings. As the UHNWI population grows, brands in
the above-$150,000 price bands could soon emulate
this technology focus, although how soon customers
will demand it remains an open question.

China is the largest driver of luxury-car market growth.

Projected volume of luxury vehicles by geography, thousand
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Chinese consumers are redefining luxury
Chinese car buyers view luxury through a wider-
angle lens compared with their peers in major
developed automotive markets worldwide.

Traditional elements such as craftsmanship and
quality remain powerful buying factors. However, a
McKinsey survey revealed that Chinese car buyers
are highly interested in technology, especially when
it comes to powertrain functions, digital interactions,
connectivity, and ADAS features (Exhibit 4). German
and American consumers, on the other hand, value
styling, performance, and driving “feel” the most.

Beyond electrification, which customers in the luxury
segment already expect to be available, Chinese
luxury-car buyers put the “smartification” of their EVs
in almost the same bucket. About 40 to 50 percent
of serious EV intenders consider the latest ADAS and
connectivity features must-have elements of their

EV deals. Currently, up to 20 percent of Chinese car
buyers consider new EV makers to be betterat EV
smartification than incumbents—a gap the traditional
industry needs to close.

Exhibit 4

Consumers also seek fast-charging stations and
battery services that address battery life issues.
Today, about 70 percent of Chinese consumers
who will not consider EVs mention range and
charging concerns as reasons why. Worldwide,
OEMs, governments, and aligned organizations are
working to ensure that enough charging stations
are available on key routes to provide sufficient
charging capacity as EV numbers grow, but the
issue remains a potent barrier.

As aresult, local OEMs are innovating heavily in
these areas. NIO, for example, has swiftly become
the leading brand in terms of sales in the EV SUV
segmentin China. Among many factors, a seamless
technology-backed customer experience with and
beyond the vehicle has played an important role in
the company’s growth.

To justify price premiums, consumer industries
seek to surprise and delight users

Conditioned by e-commerce platforms that offer
innovations such as one-click purchases, China’s
luxury-car buyers want their cars to integrate

Safe autonomous-driving features, the integration of favorite apps, and
intuitive interface design are important to Chinese consumers.

Technology features that interest Chinese luxury-car buyers

ey 5
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vehicle dimensions

Cutting-edge
advanced driver-
assistance system
technology

Level 4 autono-
mous-driving fea-
tures are available
and 100% safe to use

Over-the-air
enabled post-
purchase upgrades

Operating system
enables the use of
customers’ favorite
apps in the car, with
updates and new
features that are
added over-the-air
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seamlessly with local digital offerings and
ecosystems. Roughly 80 percent of prospective
luxury-car buyers in China are willing to trust a new
brand, provided the car offers integration with the
local ecosystem.” However, few car OEMs have the
necessary consumer-centered DNA in their operating
models to meet this consumer demand. As a result,
they risk missing the chance to establish a price
premium, thus potentially becoming uncompetitive.

Luxury car buyers demand personalization
Inarecent survey of potential Chinese luxury-
vehicle buyers, nearly 84 percent of respondents
say that the ability to personalize their vehicle is
important or very important. That places the ability
for buyers to customize their cars ahead of a lengthy
list of other features that includes connectivity
service, driving performance, high-end interior
design, battery range capacity, and autonomous-
driving features. What's more, nearly 60 percent
of these consumers say that they want customized
service throughout the buying process.

Global OEMs are using two strategies to develop or
reinforce their brands in China. Some OEMs have
introduced strong global brands with traditional
local customization (for example, premium exterior
paint or special interior features), and others are
developing local bespoke specials that more deeply
integrate unique features around connectivity,
navigation, and infotainment, for instance. One
leading luxury-car manufacturer recently
introduced a series of bespoke models exclusive

to China to tap into demand for luxury cars in the
region and to support its long-term commitment to
the market.

EV specialists are at the forefront of innovation
Several EV specialists in China are already working
hard to resolve charging uncertainties while also
introducing leading-edge features in other areas.
For example, one local company is working on a
battery for 2022 with a 1,000-kilometer range and

soon hopes to introduce fourth-level autonomous-
driving capabilities, as defined by the Society of
Automotive Engineers (SAE). Another local OEM
provides facial-recognition capabilities, including
authentication, and an app that offers third-party
integration. A multinational EV OEM offers SAE
Level-2-entry capabilities on its current models

in China, remote-diagnosis and -maintenance
scheduling, and continuous software updates

and new features via its OTA system. Due in part

to these innovations, all three EV specialists have
gross margins that either equal or approach those of
incumbent OEMs.

3) Building a 21st-century luxury-

car brand

Customer expectations for luxury cars are rapidly
evolving, spurred by luxury brands beyond
automotive. Automotive players must keep

pace because customers remember their best
experiences as benchmarks. Many buyers seek a
mix of seamless customer experiences that includes
simplicity, omnichannel reach, customization, and
experiential diversity.

To deliver a superlative experience, automotive
OEMs need to align with continually changing
customer needs. McKinsey’s China Consumer
Survey indicates that nearly 80 percent of luxury-car
customers are looking for a seamless, omnichannel
experience, with consistentinteractions across
departments. They want automakers to deliver
frictionless, on-demand service, as 83 percent
expect to engage immediately when contacting a
company. Nearly 70 percent of customers want new
channels and new ways to obtain existing products
and services. Another 62 percent demand speed
and convenience and see fast shipping as a core
element when defining a positive experience, and
90 percent seek transparency and predictability,
which is why many of these respondents read online
reviews before making a purchase.

5 McKinsey Consumer Survey 2021.
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Most established performance- and luxury-car
brands make distinctive claims, generally focused
on individual luxury, performance, or both. They
highlight uniqueness, exclusivity, prestige,
craftsmanship, artistry, and the extraordinary—
traditional sports/luxury brand identifiers. To
stand apart from these legacy brands—some

of which have existed for a hundred years or
more—newcomer marques focus heavily on the
differentiating power of technology. They promote
this difference not only to enhance the ownership
experience but also to address social concerns such
as the transition to sustainable energy.

Riding the virtuous customer experience cycle
Industry leaders in customer experience recognize
the virtuous cycle that is possible for the business.
They have documented 20 percentimprovements
in customer satisfaction and 10 to 15 percent
increases in sales conversion performance.
Employees embrace it, too, with companies

seeing 20 to 30 percentincreases in employee
engagement, and the process tends to be labor
neutral or better. One Chinese EV OEM, for
example, has cultivated industry-leading customer
satisfaction levels that have enabled it to generate
nearly three-quarters of its sales from existing-
owner referrals, far above the industry average
of10 percent.

Learning from other luxury industries

Luxury automotive companies can learn from
brands in other industries, especially regarding a
commitment to social responsibility in areas such as
sustainability. For example, one luxury fashion brand
ended its use of animal furs in 2018 and stopped
the practice of burning unsold new clothing as well,
stating that modern luxury dictates behavior that is
socially and environmentally responsible. Likewise,
a global footwear and apparel company analyzed

its greenhouse-gas footprint in 1997 and found that
the company was emitting more than seven million
tons of CO, equivalents. The company started a
net-zero carbon reduction campaign that enabled

it to cut its CO, emissions to less than two million
tonsin 2009. The company has pledged to power
all its owned and operated facilities with renewable
energy by 2025.
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A characteristic that defines many leading luxury-
industry players is global consistency. While their
local offerings may reflect the unique style of a
given region, they strive to maintain a globally
consistent brand so that consumers can recognize
them anywhere in the world. In the automotive
sense, this could translate into standardized brand
treatments globally, while at the local level they offer
features such as special vehicle color schemes or
local-connectivity options.

One European fashion house has developed

a “brand bible” that covers product presentation,
advertising, and the use of storytelling to surprise
and delight customers. Likewise, a bespoke high-
end fashion player incorporates virtual reality into
its buying experience, both in its stores and via a
mobile app. The company has added augmented-
reality features to its platform to boost digital-
shopping frequency. It offers a virtual fitting room
for app users that provides a more realistic product
feel, as well as a “two click” direct-purchase option.
The company has seen 30 percent year-on-year
revenue growth and is currently its home country’s
best-selling brand worldwide.

4) Go-to-market evolves into direct-
to-consumer

Conditioned by their exposure to luxury-goods
experiences in other retail environments, affluent
consumers today seek continual engagement and
personalized experiences when shopping for luxury
cars (Exhibit b). These experiences have often been
shaped in highly controlled environments, in which
the luxury OEM controls the end-to-end customer
experience. The challenge for luxury automotive
OEMs is that this type of exclusive treatment has
been difficult to replicate in a traditional franchised-
dealership channel given the potential conflicts

in data ownership and challenges in building a
seamless omnichannel experience, which has made it
difficult to ensure consistent, personalized customer
engagement. For example, luxury-car buyers likely
expect a highly personalized, exclusive sales or
service experience instead of waiting in line (as could
happen at a dealership), especially given the singular
treatment they receive at other luxury retailers.





Exhibit

The bar in luxury customer experience is rising, and original-equipment
manufacturers need to deliver a superlative experience to consumers.

Customer expectations and needs, share of respondents

Transparency and
predictability

90%
read online reviews

before making a
purchase

Contactless
technologies

75%
prefer contactless

cards to other
payment methods

Source: Entrust; Salesforce; Trustpilot

As aresult, affluent customers struggle with

their current retail experience and thus remain
unconvinced that the ubiquitous dealer network
approach can satisfy their needs. Research has
shown that fewer than 2 percent of customers
consider the dealer approach in market segments to
be “ideal.”

The majority of luxury marques have heard the
message and are looking to progress from the
wholesale dealer network channelto DTC or even
retail ownership, with only a handful apparently
satisfied with the status quo. The promises of such
amove are apparent: DTC can enable luxury OEMs
to own the customer experience from end to end,
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which would allow OEMs to fully personalize the
customer relationship and help ensure a seamless
omnichannel journey. However, the challenges are
also clear: a DTC approach will require the buildup
of necessary capabilities to move from wholesale
to retail. On this journey, OEMs can learn alot about
DTC from nonautomotive luxury retailers, which
have made substantial progress in blending the
physical and digital customer experiences.

While most traditional luxury OEMs consider the
move to DTC, there is a group of disrupters and
luxury players that are pushing even further with a
go-to-market approach that relies on a mix between
direct sales, online interactions, and few but highly

il





exclusive own-retail assets. This becomes feasible
since customers for top luxury brands are often

both affluent and digitally savvy and live in or around
specific urban areas, which allows OEMs to focus on
the number of outlets they require. Basing their retail
strategy on serving these customers and augmenting
it with appropriate digital and remote customer
experience innovations enables these luxury brands
to reach their core customers more cost-effectively
while creating unique customer experiences.

Another argument for the move toward DTC is that
customers of luxury OEMs, like many customers,
become frustrated by price inconsistencies and
price haggling. In other luxury industries, this has
led to extreme behavior among leading players.
One French luxury retailer reportedly destroys its
overstocked merchandise rather than discount it
to avoid damaging the brand value. In addition to
deteriorating the premium customer experience,
price haggling also harms residual values, which is
especially harmful in the luxury automotive segment.

In fact, at the top of specific markets, the purchase
price of a product often forms a baseline from which
its future value grows. From luxury watches to some
top-line automobiles, the price often increases

the longer these products, also known as “Veblen”
goods, are ultimately on the market. To quote
Ferrari’s late chairman Sergio Marchionne, “The
company was founded on one simple principle. You
only produce one car less than the demand for the
vehicle. You just don’t exceed that equation.””® For
many OEMs, to control the price, moving toward a
genuine agency or own-retail model is sometimes
the only viable alternative.

Moving toward individualized retailing

The change has begun, with some mainstream
luxury OEMs already moving toward DTC or own-
retail models. In doing so, various options exist. For
example, a few European incumbent OEMs favor
the agency model, where sales agents operate

on commission under the strong control of the
automaker, which sets prices and makes point-
of-sale investments. Some EV specialists and
niche incumbents choose outright retail network

ownership (where allowed). They sell directly online
or through their physical stores and thus own the
complete customer experience. These OEMs
establish DTC capabilities and distribution systems,
which can include build-to-order approaches. The
ecosystem model represents a unique go-to-
market approach where the OEM splits distribution
activities into specific tasks such as vehicle
configuration, test drives, sales, and delivery and
assigns different partners for each task. The OEM
thus avoids the cost of owning and operating each
task itself while coordinating and controlling the
entire distribution system. There are also selected
luxury OEMs that have decided to remain and
optimize the existing wholesale approach. Especially
for established OEMs, the go-to-market approach
needs to be backed by solid and comprehensive
data analysis.

Incumbents play catch-up on DTC

Newer luxury OEMs have identified customer
experience as their core strategy to differentiate
themselves againstincumbents and have created a
go-to-market approach that fully reflects the new
customer groups. Our research shows that half of all
premium consumers would prefer to buy their next
cars online, 60 percent are interested in contactless
sales and services, and 40 percent find haggling
over the price at dealers annoying. It is no surprise,
then, that newer luxury-EV OEMs in particular are
innovating to meet evolving customer needs.

A well-known Chinese luxury-EV OEM, for example,
operates via a strict DTC model using special
spaces or houses and has no retailers. Consumers
can order cars online as part of a unique end-
to-end user experience that features multiple
customer interactions. The company has created a
comprehensive customer experience data system to
deliver what it describes as an “ultimate experience”
across all channels. This omnichannel customer
experience features a service ecosystem that drives
customer lifetime value with simple, transparent
offers and pricing, which means the company
invests more in IT and less in its brick-and-mortar
stores. The company’s lean, efficient distribution
model critically relies on its IT system and data

© Matthew DeBord, “Sergio Marchionne just explained why Ferraris are so exclusive,” Business Insider, October 22,2015,
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platform. The EV OEM’s customer-centered
approach and mindset help deliver a superior
customer journey that fosters a community-based
sense of belonging that helps increase customer
loyalty. The company’s innovative solutions to EV
pain points, such as proposed battery-swapping
features and battery leasing, are becoming unique
selling propositions for customers, and the OEM
uses advanced technology to offer frequent OTA
updates for product features. Consequently, the
company’s word-of-mouth referrals that turn into
sales are nearly ten times the industry average.

DTC could net luxury OEMs return on sales of
more than five percentage points

Adopting DTC is not only helping OEMs improve their
customer experience but could also enable OEMs

to boost their return on sales by more than five
percentage points. McKinsey’s analysis reveals that
aleading EV specialist using a DTC go-to-market
model spends about half as much in terms of cost

of sales compared with an incumbent OEM. Our
deconstruction of this advantage shows that about
two percentage points come from volume effects
(increases in loyalty and sales conversions), three
points from price effects, and one to two points from
cost effects (network consolidation and facility-
related savings).

The benefits of direct sales for OEMs include

direct customer access, which improves customer
interactions and lifetime value, and the opportunity
to reduce dealer margins as the automaker takes
over more retailing duties. DTC can improve an
OEM'’s online—offline integration to optimize the
customer journey and provide a lower cost structure
by replacing brick-and-mortar stores with effective
online-sales platforms. It can also enable price

and incentive steering by introducing central-price
steering and more effective incentive spending and
by reducing competition among brands.

5) Luxury can be ultraprofitable
Luxury vehicles generate outsize margin numbers,
driven largely by the increasing number of
UHNWIs, especially in markets such as China

and the Middle East.

Profits keep rising

Most automotive brands in the luxury segment
have seen their EBIT margins increase between
2016 and 2021, while margins for mass-market
brands have remained stagnant at 8 percent during
the same period.” However, the degree of gain
varies by price band. In the $80,000-to-$149,000
price band, the EBIT margins remained stable at

10 percent between 2016 and 2021. In the
$150,000-t0-$299,000 and $300,000-to-
$500,000 price bands, some of the major players
observed an average EBIT of 38 percentin 2021,
compared with less than 20 percent in 2016. Some
of the most expensive luxury brands saw average
EBIT increases from 20 to 35 percent between
2016 and 2021. Even during the pandemic, from
2020 to 2021, the above-$500,000 price band
remained more profitable than other segments and
maintained the strongest EBIT margins in the luxury
segment. Luxury EVs should share in this profitability,
as we expect the luxury-EV market to deliver 21to
25 percent EBIT margins through 2031, although
several risks could threaten these returns, such

as currency shifts, supply-chain-decarbonization
efforts, and other supply chain disruptions.

Growth in ultra-high-net-worth consumers

The number of UHNWIs will likely grow worldwide at
5 percent from 2021 to 2026, reaching more than
700,000 people (Exhibit 6).”® China should see the
fastest growth among large ultra-high-net-worth
clusters at about 7 percent during the same period.
We expect more than 50 percent of the growth in
the luxury-car market to come from nontraditional
markets such as China given the rapid rise in
UHNWIs and HNWIs in these areas. While the
growth in nontraditional markets is impressive, all
but two of the top ten countries that will account
for about 70 percent of this demographic are part
of the traditional triad (North America, Europe, and
Japan). Nonetheless, China’s move from virtually no
ultra-high-net-worth consumers in 2000 to nearly
90,000in 2020 and an expected 130,000 in 2026
is especially noteworthy.

7 Capital 10 and McKinsey analysis (weighted average considered for each price band).

'® The wealth report, Knight Frank, 2022,
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Exhibit 6

The number of high net-worth individuals and ultra-high-net-worth individuals
is expected to grow across the globe.

High net-worth individuals (HNWI) and ultra-high-net-worth individuals (UHNWI)' by geography

HNWI, million UHNWI, thousand Top cities by UNHWI, global rank

Per annum 4 Per annum 300 @ North America EeWAYorkI i
+9% +5% os Angeles
Chicago 6
©® Asia Tokyo 5
29 223 +6% 225 Singapore 7
28 Hong Kong 8
0
27 +8% 199
170
20 +10% 154 ® Europe IF_)c;rr}gon 21
18 Amsterdam 12
([ J
+8% 6 +5% 67 Rest of world  Sydney 14
5
2021 2026 2021 2026

THNWI = individuals with net worth >$1 million; UHNWI = individuals with net worth >$30 million.
Source: Knight Frank World Wealth Report

Taking the on-ramp to profitable growth to provide the levels of customer experience

The luxury automotive sector has set itself apart that luxury-car buyers seek. At the same time,
from the mass market and could capture even more market disrupters need to resolve electrification,
profitable growth, especially at the top end of the connectivity, and other advanced-technology
market. However, incumbent brands face significant  issues. In this race, the player that cracks the code
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Aston Martin Lagonda Global Holdings Plc - SWOT Analysis

Aston Martin Lagonda Global Holdings plc (Aston Martin) designs, develops, manufactures
and markets vehicles, sells related parts and provides servicing solutions. Well-known
brands, improved business performance and substantial manufacturing capabilities are its
strengths, even as huge debt could be a cause for concern. The company could benefit from
the growth in electric vehicles market in the US, contracts and agreements and market
outlook for electric vehicles. However, dependence on a few suppliers, competition, and
regional and economic influences could affect its operations.

Aston Martin Lagonda Global Holdings Plc- Strengths

Strengths - Manufacturing Capabilities

Substantial manufacturing capabilities enable the company to produce quality products and
lower operational costs. Aston Martin uses the Beyond Lean manufacturing technique to
secure efficiency savings, and ensure on time product launch and on budget. This
methodology also enables the company to expeditiously build special edition models down
the main production line till the finishing touches. As part of Project Horizon, the company has
taken steps to consolidate its production lines in Gaydon and St. Athan and has been able to
reduce manufacturing cost per unit by 20%, which positively impacted the company's EBITDA
for FY2021, which stood at GBP138 million compared to a loss of GBP70 million in FY2020.
The company intends to leverage its manufacturing techniques to further drive down costs
and achieve EBITDA of GBP500 million by FY2025.

Strengths - Brand Value

Well-known brands and substantial brand value enable the company to distinguish itself from
peers and attract more customers. The Aston Martin brand is one of the most globally
recognized luxury brands and a leading performer in the in the high-luxury sports car market.
Through continued improvements in product offerings, restoration and maintenance of
heritage products, participation in motorsport events and carrying selective marketing
activities, the company is well positioned to enhance its sales in the high luxury segment.

Strengths - Improved Business Performance

Aston Martin ended FY2021 with strong financial metrics and depicted double digit growth in
its geography and product revenues. A strong business performance in the automotive
industry is beneficial due to the capital intensive nature of the industry and helps the company
in generating additional sales and attracting more customers. As of December 2021, the
company reported revenue of GBP1,095.3 million compared to revenue of GBP611.8 million
in FY2020 and grew 79% YoY. The increase in revenue was directly related to higher sales
volumes of vehicles. Wholesale vehicle sales stood at 6,178 units in FY2021 and grew 82%
YoY, from 3,394 units in FY2020. The company's EBITDA for FY2021 stood at GBP138
million, compared to a loss of GBP70 million in the previous year. Aston Martin also operates
in a favorable market where the demand for the company's vehicles is ahead of the supply
available, thus giving the company control over product pricing.

Aston Martin Lagonda Global Holdings Plc - Weaknesses

Weaknesses - Increase in Debt

The company reported an increase in debt in FY2021. Increasing debt could hamper the
operational performance of the company as a major portion of its earnings would be diverted
to servicing its debt obligations. This could be of concern to the investors and make it difficult
for the company to raise funds on favorable terms from the market. Aston Martin’s total debt
as of FY2021 was GBP1,292 million, which increased 8.8% over that in the previous year. If it
fails to comply with any of the debt service requirements, the debt could become due and
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payable prior to its scheduled maturity. It also increases the debt servicing obligations of the
company and affects its cash flows.

Aston Martin Lagonda Global Holdings Plc- Opportunities

Opportunities - Market Outlook: Electric Vehicles

The urban public transport sector, including buses, is beset with the challenges of providing
high-capacity and affordable services, while ensuring health security owing to the COVID-19
pandemic. It is possible that commuters could temporarily or definitively opt for personal
vehicles. According to International Energy Agency, the global electric vehicle stock,
excluding two/three-wheelers, is expected to grow 36% annually, reaching 245 million
vehicles in 2030. Electric vehicles constitute a major group of vehicles that helps reduce air
pollution in densely populated areas, and an effective contributor to energy diversification and
reduction in greenhouse gas emissions. The benefits of electric vehicles include zero tailpipe
emissions and improved efficiency than internal combustion engine vehicles. As of June
2020, 17 countries announced a 100% zero-emission vehicle targets or the phase-out of
internal combustion engine vehicles through 2050. The European Union (EU) approved a new
fuel economy standard for cars and vans for 2021-30 and a CO2 emission standard for
heavy-duty vehicles (2020-30), with specific requirements or bonuses for electric vehicles. In
the US, the Safer Affordable Fuel-Efficient (SAFE) vehicles’ final rule, put in place in March
2020, set the fuel economy standards to 1.5% for 2021-26.

Opportunities - Contracts and Agreements

The company focuses on expanding its operations through contracts and agreements. In
March 2022, the company partnered with Britishvolt to develop high performance battery cell
technology. This partnership will help the company to foray into the hybrid vehicle segment. In
February 2022, Aston Martin partnered with FIA to introduce an official safety car in grand
prixs. This partnership will enable the company to be more visible in the F1 races and will
help in attracting more customers for its products and increase the fan base for its F1 team.
These multiple contracts will help the company in increasing their business reach and attract
more customers.

Opportunities - Electric Vehicles: the US

The growth in the sales of electric vehicles (EV) in the US could benefit the company’s
operations. According to the Edison Electric Institute and Institute for Electric Innovation, the
annual sale of EVs in the US is expected to reach 3.5 million vehicles by 2030, accounting for
more than 20% of the annual vehicle sales by 2030 in the country. Almost 9.6 million charge
ports would be required for 18.7 million EVs in 2030.

Aston Martin Lagonda Global Holdings Plc - Threats

Threats - Dependence on a Few Suppliers

Dependence on a few suppliers could affect the company’s operations. The loss of one of the
suppliers or delay or stoppage of services could affect its earnings. Failure to develop or
maintain relationships with suppliers could affect Aston Martin's manufacturing operations and
prevent it from delivering products to customers in the required quantities on acceptable
terms of delivery. As the company receives orders for fewer vehicles, besides for reasons of
quality assurance, cost effectiveness and availability, the company procures certain raw
materials and components from limited source suppliers and does not maintain significant
inventories of such raw materials and components.

Threats - Regional and Economic Influences
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The company's operations are subject to various regional and economic factors. Slowdown or
prolonged downturn in financial or macro-economic conditions across the world could reduce
the demand for its products, services and events, which affects Aston Martin’s business. The
company secures a significant portion of revenue from high net worth individuals, and
uncertainty of economic outlook, declining return on investments, reduced income streams
and social acceptance could affect customers’ willingness to buy HLS cars.

Threats - Competition

The company operates in a highly competitive environment. Inability to compete successfully
could hamper its profits. Aston Martin competes with other high luxury sports (HLS) car
manufacturers with solid brands and reputation. The HLS car market is comparatively small
due to the price and higher investment required to introduce new models. Some of its
competitors include McLaren, Rolls-Royce, Ferrari, Lamborghini and Bentley.
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Unleashing DBS 770 Ultimate A ferocious farewell to Aston
Martin’s Super GT flagship

Wednesday, January 18, 2023

Long associated with cars of exquisite style and intoxicating performance, the DBS nameplate has
been attached to some of Aston Martin’s finest flagships.

Since 2018 the DBS has stood at the pinnacle of Aston Martin’s series production range; a Twin-Turbo V12
powerhouse blessed with ferocious performance and unmatched style. With production of this current
generation DBS nearing its end, Aston Martin is proud to introduce a DBS to surpass all others; the DBS 770
Ultimate.

As its name suggests, the DBS 770 Ultimate is an emphatic last word. The most powerful production Aston
Martin ever, and the fastest and most powerful DBS to date, extensive design and engineering
enhancements ensure the DBS 770 Ultimate is an unforgettable and highly-collectible celebration of Aston
Martin’s flagship Super GT. Available in both Coupe and Volante form, DBS770 Ultimate will be built in
strictly limited numbers — 300 Coupes and 199 Volantes — with all examples sold ahead of release.

DBS 770 Ultimate features a ferocious iteration of Aston Martin’s quad-cam 60-deg 5.2-litre V12 engine. Now
developing 770PS at 6500rpm and a colossal 900Nm of torque from just 1800rpm to 5000rpm, propelling
DBS 770 Ultimate to a top speed of 211mph, this magnificent engine benefits from modified air and ignition
pathways together with a 7% increase in maximum turbo boost pressure. Precise tuning of power and torque
curves gives the driver a sense of boundless performance, with an intoxicating blend of exceptional
response, outstanding in-gear acceleration and the authentic V12 soundtrack.

Power is fed through a ZF 8-speed automatic transmission and mechanical Limited-Slip Differential (LSD)
mounted at the rear of the car. In addition, DBS 770 Ultimate receives a unique transmission calibration to
enhance shift speeds and driver interaction, contributing to a truly connected driving experience. Such is the
inherent capability of Aston Martin’s Carbon Ceramic Braking (CCB) system that the DBS 770 Ultimate uses
the same 410mm x 38mm front discs and 360mm x 32mm rear as fitted to the DBS.

To further improve the direct nature of the steering response and increase the level of detailed feedback,
DBS 770 Ultimate introduces a new solid mounted steering column, allowing the driver to enjoy a more
precise connection with the road ahead, feeling what the front tyres are doing with utmost confidence and
accurately gauge available grip.

Integral to achieving the engaging character and heightened steering feel of the DBS 770 Ultimate, front end
lateral stiffness has been improved by 25% to provide maximum performance feel and response. This
increase has been achieved with an enhanced front cross member, and thicker rear undertray, which also
increases global torsional stiffness by 3% for perfectly balanced driving dynamics.

Enhancements have also been made to the Adaptive Damping System (ADS), DBS 770 Ultimate receiving
unique damper calibration and software tune focusing on control and composure without compromise to ride
quality. By enhancing driver connection and preserving the DBS’ unmistakable continent crossing character,
the DBS 770 Ultimate elevates Aston Martin’s exemplary Super GT to even greater heights.
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Just as the DBS 770 Ultimate has been mechanically honed, its appearance has too been amplified to
present an assertive design and uncompromisingly unique aesthetic befitting of a final edition model created
to celebrate the end of an era.

Being an Aston Martin, this enhanced form also had to possess an authentic level of function. Both to
provide increased air flow to the radiators, enhancing thermal management and give greater visual road
presence. Drawing increased air flow through the engine radiators, the clamshell bonnet features a dramatic
‘horse-shoe’ engine vent and a new front splitter integrates two new outboard vents. Together these serve to
enhance cooling and echo the design signatures of previous DBS and V12 engine models.

Further detail design changes for DBS 770 Ultimate include 2x2 Twill Carbon Fibre Cantrail, Windscreen
Surround, Mirror Caps, and Fender Louvre as standard. A new carbon fibre sill element visually lowers the
side profile towards the rear wheel, creating a poised stance that accentuates the DBS’s muscular physique.
A unique design of rear diffuser maintains aerodynamic balance from front to rear and ensures the DBS 770
Ultimate is as unmistakable from the rear as it is from the front.

DBS 770 Ultimate is further distinguished by a new and unique 21” wheel style available in three finishes.
Taking inspiration from the formidable Aston Martin Valkyrie and Victor, this new 21" multi-spoke design is
available in full Satin Silver finish for a bright jewellery appearance, full Satin Black finish for a contemporary
and sporting appearance or optional Satin Black with Diamond Turned finish to give a darker, yet
sophisticated appearance of the car. Pirelli P Zero high performance tyres — 265/35 R21 front and 305/30
R21 at the rear — are standard fitment on all rims.

Inside, the DBS 770 Ultimate delights with a dazzling array of fresh design treatments that set it apart, while
retaining the instantly recognisable cabin environment of the current DBS. Signifying its halo positioning,
DBS 770 Ultimate comes with Sports Plus Seats trimmed in full semi-aniline leather and Alcantara, featuring
a ‘fluted’ quilt and perforation pattern as standard. Aston Martin’s performance seat can also be selected as
an option. A bespoke trim split has been introduced, with contrast colours linked to welt and stitching, along
with a tailor-made strap and buckle badge featuring a laser etched DBS 770 Ultimate logo found on the
centre arm rest. Carbon Fibre Gearshift paddles are also fitted as standard.

Finally, DBS 770 Ultimate is fitted with a unique set of sill plaques showcasing the Aston Martin Wings, DBS
770 Ultimate logo and Limited-Edition numbering signifying the vehicle as one of 300 Coupes or 199
Volantes.

Like all Aston Martins, the scope for true one-of-a-kind personal specification is virtually limitless. A diverse
range of Q by Aston Martin bespoke options are available on DBS 770 Ultimate, including Q liveries with
assorted graphics options, painted wheels to match body or graphics colours, tinted carbon fibre and woven
leather seat inserts, trim inlays and a carbon fibre steering wheel.

Aston Martin Chief Technology Officer, Roberto Fedeli, said of the DSB 770 Ultimate: “When an iconic model
generation reaches the end of production it is important to mark the occasion with something special. In the
case of the DBS 770 Ultimate, we have spared nothing in ensuring the final version of our current series
production flagship is the best-ever in every respect. Not only is it the fastest and most powerful DBS in our
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history, thanks to a comprehensive suite of improvements to the transmission, steering, suspension, and
underbody structure; it is also the best to drive.”

Marek Reichman, Aston Martin Chief Creative Officer, adds: “DBS has always sat at the pinnacle of the
Aston Martin production model line-up. And now we’re infusing DBS 770 Ultimate with even more... more
power, more performance purity and all with more sophistication, more taste and in the most considered
manner. Something so raw, and yet so beautiful it's almost intimidating to look at. It's through this design
approach that we came up with the shapes - starting with the amped-up front end — and from there
everything else flows in design balance with the performance upgrades.”

Production of the DBS 770 Ultimate is due to commence in Q1 of 2023, with first deliveries scheduled to
begin during Q3 2023.

Source: Company Press Release
https://www.astonmartin.com/en/our-world/news/2023/1/18/unleashing-dbs-770-ultimate-a-ferocious-
farewell-to-aston-martin-s-super-gt-flagshipon-martin-dbs-770-ultimate-v12-super-gt-flagship-759hp

Disclaimer:

All Rights Reserved.

This information has been extracted from MarketLine by a registered user

No part of this publication may be reproduced, stored in a retrieval system or transmitted in any form by any
means, electronic, mechanical, photocopying, recording or otherwise, without the prior permission of the
publisher, MarketLine.

The facts of this report are believed to be correct at the time of publication but cannot be guaranteed. Please
note that the findings, conclusions and recommendations that MarketLine delivers will be based on
information gathered in good faith from both primary and secondary sources, whose accuracy we are not
always in a position to guarantee. As such MarketLine can accept no liability whatever for actions taken
based on any information that may subsequently prove to be incorrect.

22/Jan/2023 16:18:38






image15.emf
Appendix 8 Marketline Summary Q3 2022 results highlights.pdf


Appendix 8 Marketline Summary Q3 2022 results highlights.pdf
Aston Martin Lagonda Global Holdings announces 3rd Quarter
Results

Thursday, November 03, 2022
Aston Martin Lagonda Global Holdings announced 3rd Quarter Results

Successfully completed strategic £654 million equity capital raise
Year to date revenue increased by 16%, driven by record core ASPs

Impressive demand continued across the portfolio with GT/Sports sold out into Q2 2023, DBX orders up
by more than 40% year-on-year

Supply chain challenges continued to moderate potential growth & impact working capital through Q3

Medium-term targets re-iterated, 2022 outlook modestly revised to reflect the impact of new, temporary
supply chain challenges in H2

Financial highlights

Retails[1] continued to outpace wholesales[2] with strong demand across product lines. GT/Sports cars
now sold out into Q2 2023 and DBX orders up by more than 40% year-on-year

Due to supply chain challenges and logistics disruptions wholesale volumes decreased by 4% year-on-
year to 4,060 (YTD 2021: 4,250), most notably impacting DBX deliveries in Q2 and Q3. GT/Sports
wholesales of 2,184 increased by 9% year-on-year (YTD 2021: 2,002)

Despite lower wholesale volumes, revenue increased by 16% year-on-year to £857m and Q3 revenue
increased by 33% to £316m, driven by

- strong pricing dynamics throughout the core portfolio
§ Core ASP of £173k YTD in 2022, up 15% vs £150k YTD in 2021
§ Core ASP of £189k in Q3 2022, up 28% vs £148k in Q3 2021

- Aston Martin Valkyrie deliveries of 44 vehicles YTD in 2022, of which 17 vehicles were delivered in Q3
2022

- Foreign exchange tailwinds
Gross profit increased by 29% year-on-year to £286m (YTD 2021: £222m) and gross margin increased

to 33% (YTD 2021: 30%) reflecting improved pricing and core mix, partially offset by higher logistics and
manufacturing costs, particularly in Q3 2022

22/Jan/2023 16:30:39





Adjusted EBITDA increased by 10% year-on-year to £80m, primarily driven by revenue growth and
higher gross profit, partially offset by higher operating expenses including reinvestments into brand,
marketing and new product launch activities, as well as inflationary impacts on general costs

Operating loss of £148m included a £71m year-on-year increase in depreciation and amortisation,
driven by accelerated amortisation of capitalised development costs ahead of next generation GT/sports
vehicles starting in 2023

Loss before tax of £511m was materially impacted by a £245m negative non-cash FX revaluation of US
dollar-denominated debt as the GBP significantly weakened against the US dollar during the period

Free cash outflow[3] of £336m included:

- Capital expenditure of £213m, primarily related to new model development including the next-generation of
front-engine sports cars, starting in 2023

- Working capital outflow of £106m driven by temporary supply chain and logistics disruptions. Similar to Q2,
this dynamic pushed planned deliveries towards and beyond the end of the period, resulting in elevated
receivables as well as more than 400 ordered vehicles awaiting final parts at the end of September, which
are now expected to be delivered in Q4

- Net cash interest payments of £65m

Significantly enhanced liquidity with cash balance of £772m (December 2021: £419m) including net
proceeds from the equity capital raise

Net debt of £833m (December 2021: £892m) including £245m impact of non-cash FX revaluation of US
dollar-denominated debt as the GBP significantly weakened against the US dollar during the period

Announced and completed $200m debt tender in early Q4

Operational Highlights

Strategy aligned with ultra-luxury positioning

Retail customer demand continuing to run ahead of wholesales

Record core average selling price of £173k (year-to-date) and £189k in Q3 2022

New V12 Vantage Roadster fully sold-out following unveiling at Pebble Beach

- Ultra-exclusive DBR22, limited to 22 units, declared Best of Show at the influential Chantilly Arts &
Elegance Richard Mille, priced at £1.75m and sold out, with deliveries expected to start in 2023
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- New V12 Vantage Coupe launched, with all 333 units sold before the car's reveal in March

- Development upgrades to hybrid supercar Valhalla showcased to customer acclaim

Active management of supply chain and logistics challenges is expected to minimise the impact on the
Group as we enter FY 2023 and beyond

Bold new brand strategy generating heightened brand awareness and salience

New creative identity unveiled, as part of strategic repositioning to accelerate growth

48.8 million online impressions generated for new Intensity.Driven. brand campaign

Expanding customer reach and appeal to new audiences

More than 60% of customers new to the brand

Year-on-year sales leads up by more than 20%

Aston Martin Aramco Cognizant Formula OneTM Team connecting brand with engaged audience,1.8bn
impressions since March; brand equity research shows increasing perception and buying intent among
luxury car buyers, particularly in China and the US; double-digit percentage uplift to website traffic on race
weekends

Racing.Green., new ESG strategy, reiterating electrification plans and sustainability targets;

First PHEV deliveries in 2024 and first BEV targeted for launch in 2025

Fully electrified front-engine and SUV portfolio by 2030

Targeting net-zero emissions within our manufacturing facilities by 2030, entire supply chain by 2039

£2.9m raised for charitable causes from sale of DB5 James Bond stunt car

Source: Company Press Release
https://data.fca.org.uk/artefacts/NSM/RNS/456527 1 .html
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