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[bookmark: _Toc146791853]Executive Summary
Using the Financial Ratios calculated in this report it will be very difficult to justify investing in a partnership with Aston Martin. Aston Martin have been consistently outperformed by peers Ferrari and Mercedes (see Financial Ratios’ analysis), and in a very competitive automotive market they are struggling to improve financially. In the 5-year period analysed there were no declared dividend payments, making Net Income Losses in the last each year of the 5-year period. However, the information below leads me to believe that they can turn things around.
In the 2023 AGM Executive Chairman Lawrence Stroll acknowledged that 2022 was not without industry wide challenges, but with positive transformational changes being implemented he was looking forward to achieving the company vision and targets. CEO Tobias Moers was replaced by Amedeo Felisa in May 2022, having previously been CEO at Ferrari. Further organisational changes have also been implemented, which include a new CFO in Doug Lafferty.
New market strategies were highlighted in the 2022 annual report including engaging with the Aston Martin F1 global fanbase of 150million, with >95% of US customers saying Aston Martin’s presence in F1 making them more likely to consider the brand.
New product lines including the DBX707, V12 Vantage, the ultra-luxury DBR22and DBS770 all being sold out for the year. Q4 price increases across the range of 21% were seen, and the company continues to target a 40%+ gross margin on future product. Increasing Revenue and reducing cost of goods sold and administrative costs will help push the Net Profit Margin into positive results.
A target to deliver £2b of revenue looks like it will be achieved by 2025. In September 2022, a £645m equity capital raise will help to restructure its balance sheet, enhancing shareholder value.
I would not recommend entering any partnership given their current financial performance but would revisit following the 2023 financial report to see if improvement targets have been met and new leadership has worked in turning around the business.



	




[bookmark: _Toc146791854]Introduction
Aston Martin is a car manufacturer founded in 1913 by Lionel Martin and Robert Bamford, from its inception the company has focused on originality and build quality. Now an iconic, global brand renowned for its style, performance, hand-built quality, and exclusivity. The vehicles are manufactured in the UK, at sites at Graydon in Warwickshire, and St Athans in Wales (Aston Martin, 2017). Long associated with James Bond, Aston Martin’s unique history and excellence in car design and manufacture means their product is highly desirable.
Its current vehicle range include the Vantage S, Rapide S, Vanquish Volante, Vantage Coupe, V8 Vantage, DBX707, DB9 and the Valkyrie hyper car.
In 2020, The Yew Tree consortium group of investors led by billionaire Lawrence Stroll invested $250m for a 25% stake in Aston Martin and the Aston Martin F1 team. A new Formula 1 (F1) factory has been opened in 2023 at Silverstone, strengthening its commitment produce innovative and competitive F1 cars (Aston Martin F1, 2023). Aston Martin uses similar brand positioning of Ferrari and Mecedes, using F1 as an innovation platform and to reinforce the exclusivity of its brand. Aston Martin are a FTSE250 company, and employ approximately 3,000 people.
This report will use Aston Martin’s Profit and Loss (PL) accounts, cashflow report and balance statement to gauge the company’s financial stability using Profitability, Liquidity, Investment and Gearing ratios to help decide if the potential £5m partnership is financially sound.














[bookmark: _Toc146791855]Financial analysis.
[bookmark: _Toc146791856]Use of Financial Ratios.
Financial Ratios are a “quick and relatively simple means of assessing the financial health of a business” (Atrill & McLaney, 2017). Ratios allow scrutiny and comparisons to be made over different time periods and between businesses of different sizes with different financial turn overs in the same sector (benchmarking) which might otherwise cause incorrect conclusions.
Ratios help in focusing on areas of financial performance that are comparatively weak or strong. Ratios can be expressed as proportions or percentages depending on requirements of the analyst (Atrill & McLaney, 2017).
Ratios are also widely used “as goals for future performance” so financial targets can quickly be applied to gauge business improvements.
Ratios are used by external people (Potential and existing Stockholders, Bankers / Lenders, Suppliers, Competitors and Regulators), and internally (Directors, Senior management, and Finance) (Fields, 2016).
Investors use financial ratios to make informed investment decisions. By analysing financial ratios, investors can determine suitable investment opportunities and forecast the potential returns and risks.
Regulatory bodies require businesses to report certain financial ratios ensuring transparency with financial reporting standards.
Ratios used by the analyst would depend on the target audience of the report. Shareholders focus would be on the returns relative to risk, so Profitability, Gearing and Investment ratios would suit. Suppliers would focus on the ability of the business to pay back money owed so Activity and Liquidity ratios would be focused on (Atrill & McLaney, 2017)

















[bookmark: _Toc146791857]Limitations of Financial Ratios.
Before generating and using ratios to analyse financial performance, it is important to understand the inherent limitations of financial ratios. Potentially incorrect conclusions can be made using ratios due to the following limitations:
[bookmark: _Toc146791858]Human error.
Ratios consist of a denominator and a numerator, mixing these will cause an incorrect ratio.
[bookmark: _Toc146791859]Accounting methods.
Principles and methods of accounting may change over time leading to compromised comparative data. “Ratios will inherit the limitations of the financial statements on which they are based” (Atrill & McLaney, 2017).
[bookmark: _Toc146791860]Inflation.
Financial results can become distorted due to changes in country inflationary changes. Financial statements are reported over a predetermined period of time, and changes after this period can render financial statements inaccurate.
[bookmark: _Toc146791861]Historical information.
Data used to calculate ratios are based on historical financial statements data, and do not necessarily indicate present of real-time performance of a business (CFI_Team, 2023).
[bookmark: _Toc146791862]Seasonality
Some industries experience seasonal fluctuations that can affect financial ratios in defined time periods. It's prudent to factor the timing of when interpreting ratios.
[bookmark: _Toc146791863]Fraud
Business can “manipulate” financial statements to improve their financial ratios to make them more financially attractive to shareholders and potential investors.
[bookmark: _Toc146791864]Quantitative data types used to calculate ratios.
Ratios do not factor in the quality of management, adoption of latest technology, customer satisfaction and brand loyalty.









[bookmark: _Toc146791865]Ratios used to assess business’s financial performance.
I’ve included Ferrari and Mercedes results from online sources mostly from Finbox.com and Bing search engine. These ratios have not been calculated by me. I’ve included these to act as a comparison between companies in the same field and Marque level.
[bookmark: _Toc146791866]Profitability Ratios.
Businesses exist to create wealth for their owners. Profitability ratios quickly indicate how successful management are in achieving this goal (Atrill & McLaney, 2017).
[bookmark: _Toc146791867]Gross Profit Margin Ratio %.
Shows the relationship between the Gross Profit and Revenue. “The ratio is a measure of profitability in buying (or producing) and selling goods or services before any other expenses are taken into account” (Atrill & McLaney, 2017). Gross margin calculated as Revenue – Cost Of Goods Sold. Gross Profit Margin % is the Gross Profit Margin / Revenue.
The following table shows Aston Martin’s performance relative to the average Ferrari and Mercedes performance over the same 5-year period (Finbox, 2023), (Finbox, 2023).
	Year
	2018
	2019
	2020
	2021
	2022

	Average Mercedes Gross Profit Margin %
	18.5%
	18.5%
	18.5%
	18.5%
	18.5%

	Average Ferrari Gross Profit Margin %
	51%
	51%
	51%
	51%
	51%

	Aston Martin Gross Profit Margin %
	39.74%
	35.56%
	18.16%
	31.38%
	32.62%


[bookmark: _Ref146558992]Table 1 Gross Profit Margin Ratios
Aston Martin’s 5-year average of 31.5% is below Ferrari’s performance but above Mercedes. 2020 performance reflects the effect of the pandemic on financial performance not highlighted in the other company’s average percentages.







[bookmark: _Toc146791868]Operating Profit Ratio %
Operating profit is the Gross Margin Profit – Administrative Expenses / Revenue. This is a measure of operational performance without the influence of how the business is financed.
The following table shows Aston Martin’s performance relative to the average Ferrari and Mercedes performance over the same 5-year period (Comapny_Market_Cap, 2022), (Company_Market_Cap, 2022).
	Year
	2018
	2019
	2020
	2021
	2022

	Mercedes Operating Profit %
	6.33%
	2.22%
	4.11%
	11.81%
	13.53%

	Ferrari Operating Profit %
	23.48%
	23.24%
	19.28%
	24.40%
	23.11%

	Aston Martin Operating Profit %
	6.64%
	-3.68%
	-52.78%
	-6.98%
	-10.26%


[bookmark: _Ref146813363]Table 2 Operating Profit Ratios
Ferrari’s performance has remained remarkably consistent over the 5-year period, whilst Mercedes performance has improved significantly in 2021 & 2022. Aston Martin’s poor performance is due to reduced Operating Profit, resulting from poor Revenue compared to COGS and SG&A. To improve, an increase in Revenue by increasing the cost of goods or services to customer, or a decrease in raw material COGS and / or SG&A.

[bookmark: _Toc146558607]Figure 1 Aston Martin Financial Performance


[bookmark: _Toc146791869]Net Income Ratio %
Expresses the profitability of a business. It expresses the net income (profit / loss) after deducting all expenses of a company as a percentage of its revenue. Formula uses the net income divided by the revenue (Macro_Trends, 2023), (Macro_Trends, 2023).
	Year
	2018
	2019
	2020
	2021
	2022

	Mercedes Net Income Ratio %
	4.37%
	4.24%
	1.38%
	4.99%
	9.67%

	Ferrari Net Income Ratio %
	22.93%
	18.46%
	17.59%
	19.46%
	18.29%

	Aston Martin Net Income Ratio %
	-5.21%
	-10.47%
	-67.10%
	-17.28%
	-38.20%


[bookmark: _Ref146813516]Table 3 Net Income Ratios
Again, Ferrari’s results indicate stability, even during the 2020 pandemic, with Mercedes managing profit in each of the past 5-year period.
Aston Martin’s negative net income % ratio indicates expenses are wiping out a significant portion of its revenue. This raises significant concerns about the company's financial health, efficiency and management.
[bookmark: _Toc146791870]Return on Assets Ratio
Gives indication on how efficiently a company uses its assets to generate profits. A higher ratio indicates that a business is efficient in making profits from its assets. It uses the net income divided by the business’s total assets (Fields, 2016).
	Year
	2018
	2019
	2020
	2021
	2022

	Mercedes Return On Assets Margin %
	5.58%
	9.67%
	10.48%
	12.38%
	14.60%

	Ferrari Return On Assets Margin %
	17.09%
	13.76%
	10.39%
	12.83%
	12.34%

	Aston Martin Return On Assets Margin %
	-2.77%
	-4.68%
	-14.69%
	-6.66%
	-17.00%


[bookmark: _Ref146813549]Table 4 Return on Assets Margin Ratios
Like most of Ferrari’s financial performance, Return on Assets Margin Ratio is stable, Mercedes’ ratio has shown steady growth of the 5-year period. Aston Martin’s negative ratios indicate very poor utilization of assets to generate revenue.


[bookmark: _Toc146791871]Return on Shareholders’ equity ratio %
A measure of performance calculated by dividing net income by the shareholders’ equity. Used as a gauge of a business’s profitability and how efficient at making profit (Fernando, 2023).
	Year
	2018
	2019
	2020
	2021
	2022

	Mercedes Return On Shareholders’ equity %
	14.37%
	12.57%
	9.90%
	22.00%
	16.80%

	Ferrari Return On Shareholders’ equity %
	70.67%
	48.28%
	39.72%
	40.54%
	38.50%

	Aston Martin Return On Shareholders’ equity %
	-12.71%
	-29.09%
	-51.05%
	-28.66%
	-68.31%


[bookmark: _Ref146813596]Table 5 Return on Shareholders' Equity Ratios
Ferrari Return On Equity is very impressive considering the volatility of the Automotive sector financial performance. Mercedes is quite consistent and indicates good ability to remain profitable into the near future. Aston Martin’s negative results paint a worrying picture as improvement has not happened.














[bookmark: _Toc146791872]Liquidity Ratios.
Important to investors, lenders and suppliers as it indicates a business’s ability to pay its short-term obligations (current liabilities) (Fridson & Alvarez, 2011).
[bookmark: _Toc146791873]Current Ratio
Compares the current short-term assets of the business and its current liabilities. The higher the Current Ratio the more liquidity it has, but too high a Ratio indicates that there might not be enough investment to keep a business at the cutting edge of technology and ahead of its rivals.  (Atrill & McLaney, 2017).
	Year
	2018
	2019
	2020
	2021
	2022

	Average Mercedes Current Ratio
	1.20
	1.20
	1.20
	1.20
	1.20

	Ferrari Current Ratio
	3.75
	3.68
	4.22
	3.69
	4.11

	Aston Martin Current Ratio
	0.68
	0.66
	1.10
	0.96
	1.08


[bookmark: _Ref146813624]Table 6 Current Ratios
Mercedes publish average values on-line and are still above Aston Martin’s results. Ferrari maintains its strong performance. Some improvement has been maintained since 2020, which coincides with the Addition of Mr Stroll and his group of investors.
[bookmark: _Toc146791874]Quick Ratio (Acid Test Ratio).
Like the Quick Ratio “but represents a more Stringent test of Liquidity” (Atrill & McLaney, 2017). The removal of Stock value from Current Assets makes the Ratio more exacting.
	Year
	2018
	2019
	2020
	2021
	2022

	Average Mercedes Quick Ratio
	0.30
	0.30
	0.30
	0.30
	0.30

	Ferrari Quick Ratio
	3.15
	3.09
	3.58
	3.10
	3.41

	Aston Martin Quick Ratio
	0.47
	0.43
	0.84
	0.74
	0.81


[bookmark: _Ref146813678]Table 7 Quick Ratios
Mercedes again publish average values on-line and now show poorer performance compared with Aston Martin and especially Ferrari. Mercedes is carrying higher levels of stock when compared with Aston Martin hence the difference in relative performance of the Quick Ratios. Ferrari are especially cash rich which might be better used and invested in other areas of their business.
[bookmark: _Toc146791875]Cash Ratio
The most stringent of the Liquidity Ratios and used to test a business’s most liquid asset – its cash and cash equivalents.
	Year
	2018
	2019
	2020
	2021
	2022

	Average Mercedes Cash Ratio
	0.24
	0.18
	0.23
	0.26
	0.26

	Ferrari Cash Ratio
	0.96
	1.08
	1.44
	1.21
	1.38

	Aston Martin Cash Ratio
	0.18
	0.13
	0.61
	0.46
	0.56


[bookmark: _Ref146813748]Table 8 Cash Ratios
Mercedes and Ferrari’s Cash Ratios were no available on-line so calculated using their Financial Reports. Ferrari’s performance is again leading the way, with Aston Martin next, with some improvement 2020 – 2022. Mercedes performed poorly again using Liquidity as a financial measure.














[bookmark: _Toc146791876]Activity Ratios.
Activity ratios assess how effectively various resources are managed by the business (Atrill & McLaney, 2017).
[bookmark: _Toc146791877]Day sales outstanding
Calculates how long, on average, credit customers take to pay the amounts that they owe to the business. The speed of payment has significant impact of a business’s cash flow (Atrill & McLaney, 2017).
	Year
	2018
	2019
	2020
	2021
	2022

	Mercedes Days sales Outstanding Ratio
	22
	23
	31
	23
	17

	Average Ferrari Days Sales Outstanding Ratio
	87
	87
	87
	87
	87

	Aston Martin Days Sales Outstanding Ratio
	80
	92
	107
	82
	67


[bookmark: _Ref146813709]Table 9 Days Sales Outstanding Ratio
Mercedes results indicate quick collection of customers debt, both Ferrari and Aston Martin average close to the standard 90-day terms.
[bookmark: _Toc146791878]Inventory Turnover Ratio
Inventories represent a significant investment for businesses, and account for substantial proportion of total assets (Atrill & McLaney, 2017).
	Year
	2018
	2019
	2020
	2021
	2022

	Average Mercedes Inventory Turnover Ratio
	3.8
	3.8
	3.8
	3.8
	3.8

	Average Ferrari Inventory Turnover Ratio
	4.2
	4.2
	4.2
	4.2
	4.2

	Aston Martin Inventory Turnover Ratio
	4.0
	3.5
	2.5
	3.7
	3.3


[bookmark: _Ref146813782]Table 10 Inventory Turnover Ratio
The more Inventory Turnovers the less money that is tied up in inventory.



[bookmark: _Toc146791879]Days Payable Outstanding Ratio
Measures how long a company takes to payback creditors for goods and services (Atrill & McLaney, 2017).
	Year
	2018
	2019
	2020
	2021
	2022

	Average Mercedes Days Payable Outstanding Ratio
	41
	41
	41
	41
	41

	Average Ferrari Days Payable Outstanding Ratio
	144
	144
	144
	144
	144

	Aston Martin Days Payable Outstanding Ratio
	391
	404
	427
	355
	347


[bookmark: _Ref146813925]Table 11 Days Payable Outstanding Ratio
Aston Martin’s results paint an even more worrying picture, with average payback being more than a year. Ferrari must have negotiated very attractive terms with their creditors but given their financial performance it is understandable.
[bookmark: _Toc146791880]Financial Ratios
[bookmark: _Toc146791881]Gearing Ratio
“The gearing ratio measures the contribution of long-term lenders to the long-term capital structure of a business” (Atrill & McLaney, 2017).
	Year
	2018
	2019
	2020
	2021
	2022

	Average Mercedes Gearing Ratio
	No data readily available

	Average Ferrari Gearing Ratio
	No data readily available

	Aston Martin Gearing Ratio
	63.9%
	73.9%
	59.5%
	65.9%
	62.5%


[bookmark: _Ref146813954]Table 12 Gearing Ratio
No pre-calculated Gearing Ratios available for Ferrari and Mercedes. Gearing ratios 
Above 50% are considered highly leveraged, so Aston Martin’s ratios indicate that it is worryingly so.



[bookmark: _Toc146791882]Debt / Equity ratio.
Compares total business liabilities to its shareholder’s equity and can be used to measure reliance on dept over time.
	Year
	2018
	2019
	2020
	2021
	2022

	Average Mercedes Debt / Equity 
Ratio
	No data readily available

	Average Ferrari Debt / Equity
 Ratio
	No data readily available

	Aston Martin Debt / Equity Ratio
	358.7%
	521.6%
	247.6%
	330.4%
	301.9%


[bookmark: _Ref146813984]Table 13 Debt / Equity Ratio

[bookmark: _Toc146791883]Long term Debt / Equity ratio
Compare long term liabilities to shareholder’s equity.
	Year
	2018
	2019
	2020
	2021
	2022

	Average Mercedes Long-term Debt / Equity Ratio
	No data readily available

	Average Ferrari Long-term Debt / Equity Ratio
	No data readily available

	Aston Martin Long-
term Debt / Equity Ratio
	177.2%
	282.5%
	147.0%
	193.4%
	167.0%


[bookmark: _Ref146814040]Table 14 Long-Term Debt / Equity Ratio









[bookmark: _Toc146791884]Interest Coverage Ratio
Measures the amount of operating profit to cover interest payments (Atrill & McLaney, 2017).
	Year
	2018
	2019
	2020
	2021
	2022

	Mercedes Interest Coverage Ratio
	14.4
	3.7
	23.3
	40.9
	48.1

	Average Ferrari Interest Coverage Ratio
	14.0
	14.0
	14.0
	14.4
	14.4

	Aston Martin Interest Coverage Ratio
	1.7
	0.1
	2.7
	0.6
	0.8


[bookmark: _Ref146814072]Table 15 Interest Coverage Ratio.
Both Mercedes and Ferrari can cover this ration by at least a factor, with Mercedes performance since 2020 showing great improvement. Aston Martin’s average over 5 years at 1.2 just covers the Interest payments, but recent 2021 – 2022 shows there is not enough profit to cover interest payments.
[bookmark: _Toc146791885]Investor Ratios.
Designed to help shareholders and potential investors asses returns on their investments (Atrill & McLaney, 2017).
[bookmark: _Toc146791886]Earnings per Ordinary Share Ratio
Used to assess a business investment potential by comparing profit after tax and the number of shares in issue.
	Year
	2018
	2019
	2020
	2021
	2022

	Mercedes Earnings per Ordinary share Ratio
	No readily available data

	Ferrari Earnings per Ordinary Share Ratio
	No readily available data

	Aston Martin Earnings per Ordinary share Ratio
	-0.4
	-0.4
	-5.7
	-1.6
	-1.2


[bookmark: _Ref146814105]Table 16 Earnings per Ordinary Share Ratio



[bookmark: _Toc146791887]Price per Earnings Ratio
Relates to the market value per share to earnings per share.
	Year
	2018
	2019
	2020
	2021
	2022

	Mercedes Price per Earnings Ratio
	6.7
	22.2
	17.0
	3.1
	5.0

	Ferrari Price per Earnings Ratio
	19.7
	38.7
	59.4
	48.0
	39.5

	Aston Martin Price per Earnings Ratio
	-6.0
	-4.1
	-1.8
	-3.6
	-1.5


[bookmark: _Ref146814136]Table 17 Price per Earnings Ratio

The Dividend Investor Ratios could not be calculated for Aston Martin as no declared Dividend paid in the 2018 – 2022 5-year period which is obviously concerning for shareholders and obviously not attractive to potential investors.
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Aston Martin Financial Performance

Revenue	2018	2019	2020	2021	2022	1096.5	997.3	611.79999999999995	1095.3	1381.5	Cost Of Goods Sold (COGS)	2018	2019	2020	2021	2022	660.7	642.70000000000005	500.7	751.6	930.8	Selling, General and Administrative expenses (SG	&	A)	2018	2019	2020	2021	2022	383	330.2	336	418	568.6	Operating Profit	72.799999999999955	-36.700000000000138	-322.90000000000009	-76.499999999999957	-141.8000000000001	
£m
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