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Assignment Task   
Prepare a business report to present to your senior management team highlighting your recommendations on a potential joint venture opportunity for a £5m project with Aston Martin plc.
The business report that will include sections covering:-
• Executive Summary,
• Detailed review of the financial statements highlighting any trends and any risks,
utilising financial ratios and information researched outside of the financial statements.

• Explanation of the use of Financial Statements.
• Calculate profitability, liquidity, gearing, efficiency, and investor ratios for the past 4 years.

• Critically evaluate the ratios calculated. In your analysis. Considering possible reasons for changes in ratios over the period and discuss the limitations of ratio analysis.

• Conclusion highlighting your recommendations.
• Appendix showing the calculations of all ratios utilised
• Appendix showing references to additional reading highlighted within your report.









Executive Summary
This report will investigate the proposed joint venture with ASTON MARTIN LAGONDA Ltd.
The report will explain Ratios, the financial tools used to assess the current financial situation of Aston Martin ltd., review the financial statements (Balance Sheet, Income statement and cashflow statement), published by Aston Martin from 2019 to 2022 to observe any trends in the company’s financial standing and using the ratio data calculated to assess the company’s financial situation. 
Literature reviews have been conducted to gain a greater understanding of financial reporting methods and meaning in general as well as topic specific information and opinions of Aston Martin stock market shares.
The types of literature reviewed include: -
· Online financial journals & blogs.
· Websites
· Published research papers.
· Industry related publications
· Industry related databases
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Introduction
Financial ratios are accounting tools that provide information of a company's financial status by comparing different items of its financial statements -The Income statement, (sometimes called the profit and loss statement), reviews a company’s financial performance. The Balance sheet, which looks at a company’s financial health, and the cashflow statement, Which reviews a company’s cash management (revenue & liabilities). 
(The Financial Storyteller, 2023)

Financial ratios enable a company’s investors, creditors, analysts, and management to make informed decisions and, identify possible trends, to evaluate a company's strengths and weaknesses. By reviewing a company's financial data and translating it into meaningful ratios, stakeholders can gain a clearer understanding of its financial position, allowing for more effective strategic planning and risk management to be undertaken. 
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Fig. 1Financial Ratios mind map (accounting stuff, 2022) 


The main benefits and limitations of financial ratio analysis discovered from the research undertaken are listed below:
Benefits:
Performance Review & Evaluation: Financial ratios help assess a company's past and current financial performance. They provide a snapshot of a company's financial health, which makes it easier to compare with competitors and historical passed results.  (Yahoo Finance, 2023)
Trend Analysis: By examining ratios over time, trends and patterns in a company's financial performance can be identified. This can be useful for making forecasts and predicting future financial results. 
(simplywall.st, 2023)

Comparative Analysis: Ratios allow for comparisons between companies of different sizes, industries, or locations. This helps in benchmarking a company against its competitors and identifying strengths and weaknesses. 
(simplywall.st, 2023)

Risk Assessment: Certain ratios, like liquidity and leverage ratios, help gauge a company's financial risk. High debt ratios, for example, may indicate higher financial risk. 
(simplywall.st, 2023)

Investment Decision-Making: Investors use financial ratios to make investment decisions. Ratios can provide insights into a company's profitability, growth potential, and overall financial stability. 
(simplywall.st, 2023)

Management Evaluation: Companies use financial ratios to review the effectiveness of their management strategies and financial decisions. This information is used for planning and decision-making. 
(simplywall.st, 2023)

Creditworthiness: Creditors and lenders use financial ratios to evaluate a company’s creditworthiness. Strong ratios can lead to more favourable lending terms from banks or lenders. 
(Yahoo Finance, 2023)



Limitations:
Simplification: Financial ratios simplify complex financial data into numeric values, which can oversimplify the analysis and miss important information.
Industry Differences: Different industries have differing financial structures and standards. Comparing ratios across industries can be misleading and may not provide accurate data.
 (Yahoo Finance, 2023)

Manipulation: Companies can manipulate financial statements to improve ratios artificially, which can mislead investors and analysts.
Lack of Context: Ratios should not be analysed in isolation. They need to be interpreted in the context of the company's industry, business model, and economic conditions. 
(simplywall.st, 2023)

Historical Data: Ratios are backward-looking and rely on historical data. They may not reflect a company's current situation.
 (simplywall.st, 2023)

Non-Financial situation: Ratios do not consider non-financial factors like changes in technology, shifts in consumer preferences, or regulatory changes, which can significantly impact a company's performance.
(Yahoo Finance, 2023)

Subjectivity: The selection of which ratios to use and the interpretation of results can be subjective, leading to potential bias in the analysis.
 (Yahoo Finance, 2023)

While financial ratio analysis offers valuable insights into a company's financial health and performance, it should be used as part of a broader assessment that considers other factors and industry-specific data. Additionally, it's essential to be aware of its limitations and use caution when making decisions based on ratios alone.
 (Yahoo Finance, 2023)



Ratio Analysis                                                                                                                          
The following ratios have been reviewed for this report and the calculations and results can be found at the end of this report in appendix 3.
There are 5 categories ratios considered in this report.
–  Profitability, which measure company financial performance & effectiveness in terms of profits/ loss
 	Gross Profit Margin
	Operating Profit Margin
	Net Profit Margin
	Return Profit Margin
	Return on Equity
(Atrill P., 2017, chater 6)

–Efficiency or Activity, used to gauge how efficient a company’s operations are in terms of Working capital, Fixed assets and Total assets.
	Days Sales Outstanding (DSO)
	Inventory Turnover
	Days Payable Outstanding (DPO)
(Atrill P., 2017, chater 6)
	
–Liquidity ratios assess a company's ability to meet its short-term financial obligations using its current assets. These ratios provide insights into a company's liquidity and its capacity to meet its financial commitments.
Current Ratio
Quick Ratio
Cash Ratio.
(Atrill P., 2017, chater 6)

–Gearing or Leverage ratios, (also known as risk ratios, positioning ratios or solvency ratios), determine the extent to which a firm depends on debt for purchasing assets and building capital. It helps investors and creditors assess the ability of a firm to meet its financial obligations.
	Gearing Ratio
	Debt / Equity Ratio
	Long Term Debt / Equity Ratio
	Interest Coverage
(Atrill P., 2017, chater 6)

–Investor ratios are ratios that the investors use in order to evaluate the ability of the company to maintain profitability and continue generating positive returns for investors.
	Earnings per Share (EPS)
	Dividend Cover
	Price Earnings Ratio
	Dividend Yield
[bookmark: _Hlk146462416](Atrill P., 2017, chater 6)

The annual financial reports for Aston Martin Lagonda Global Holdings plc covering the period 2019 to 2022 were reviewed from the reports published in 2020 (data covering 2019 & 2020) and the latest report for 2022 (data covering 2021 & 2022). 
(Aston Martin, 2022)

The chairman’s, chief operating officer (in office since May 2022) and chief finance officer (in office since May 2022)  statements within the financial reports were reviewed, which as expected painted a rosier picture than the calculated ratios show. The main points repeatedly raised in these statements were
· Free cash flow positive from 2024
· 38% year-on-year increased in Adjusted EBITDA
· New product launches into the SUV market
· Increased our overall gross margin to 33% (stated KPI 40% in 2023)
· Product volumes increase and 60% of customers new to brand. 
(Aston Martin, 2022)
As the company has been losing money for several years, with falling revenues and losses amounting to £593 million in the time period of this report (2019 to 2022). Any dealings with this company must still be considered as risk.
[image: ]

When the Profitability ratios were calculated, they demonstrated negative figures on all the main KPIs
[image: ]

Aston Martin is showing major year on year losses, although there were major changes introduced in Q2 2022. With changes to the CEO & CFO and refinancing actions undertaken, with the introduction of new shareholders, that will be reflected in the 2023 financial statements, current data shows an improvement in the company’s financial situations, although still showing a negative profit position. 
(Aston Martin, 2022)
 
When the liquidity ratios were calculated, they showed a weak financial position with a negative working capital situation that could cause a liquidity crisis.
[image: ]
The ratio of most interest is the Cash ratio, where a result greater than 1 demonstrate a company can meet all its short-term debt obligations, with the cash in hand, held by the company, showing good financial control.
Aston Martin cash ratio of 0.5 for the average of 2022/2021 means it only has ½ the cash required to meet its current short-term debt liabilities. Which must be considered a risk. As the working capital cycle is a crucial aspect of a company's financial management, and it represents the time it takes for a company to convert its current assets into cash and use that cash to pay off its current liabilities. Astin Martin has undertaken  a “Right Pricing” activity as well as activities to improve Supplier relationships to try and improve this situation.

When the Activity ratios were calculated, they show the connection between sales and assets.
DOS measures the average number of days it takes to receive payment for products sold. The lower the DSO, the faster payments are collected. The higher the DSO, the longer it takes to get paid.
Inventory Turnover measures how many times a company sells and replaces its inventory within a given period. A high inventory turnover ratio indicates efficient inventory management, while a low ratio suggests potential issues like overstocking.
DPO measure how it takes to pay suppliers. It is a key metric in managing cash flow and supplier relationships.
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Aston Martin activity ratios do not reflect the general automotive industry expected ratio results, but there are several factors that should be considered when reviewing these figures. It should be considered that the product is classed in the ultra-luxury car market segment, and you do not aggressively chase payments from this customer base, although figures shown in line with industry averages.
Inventory Turnover is dependant on which sector of the company is reviewed, raw materials & components supplied into the production sites, is totally different to the delivery of finished vehicles into showrooms for vehicle sales and I believe this figure is distorted by the factor during the account periods special production runs where undertaken, which were sold prior to the start of production. Statista database states Top automotive industry an inventory turnover days ratio in the range of 5 to 20 is considered good dependant on conditions already stated.
Days payable outstanding, is deemed excessive for Aston Martin, the commonly stated wisdom is low DSO & high DPO, is the best case for improved cash flow. but in Aston Martins case they are struggling to find suppliers, because of their poor DPO, (the author was part of a team that recently rejected a request from Aston Martin to become a supplier, partly for this reason). 
Aston Martin still have a major cash flow issue even with the low DSO & high DPO situation.
[image: ]
Fig 2 (Sophie Lund-Yates, 2023)

When the Leverage ratios are calculated, they measure a company's proportion of debt to equity. It indicates the extent to which a company is financed by long-term borrowing. A high gearing ratio suggests that a significant portion of the company's capital comes from debt, which can increase financial risk but may also offer tax advantages. Conversely, a low gearing ratio signifies a lower reliance on debt financing, which can be less risky but may limit growth opportunities.
[image: ]

Aston Martins gearing ratio as a percentage is consistently above the 50% mark which is considered as high-levered and high risk.
	Gearing Ratio Guidelines

	50% or more 
	High-levered, high risk 

	25% to 50%
	Optimal or normal 

	25% or Less
	Low-levered, low risk


(accounting stuff, 2022)

When the Investor ratios are calculated, they show the relationship between an amount of money invested and the profit made from it.
[image: ]
Aston Martin's 
The earnings per ordinary share is negative meaning Aston Martin are making a loss. This means that the company is not generating enough profit to cover its expenses.
Aston Martin is a loss-making company, so according to the Financial Times. Does not have any earnings available to pay dividends.
Aston Martin’s negative P/E ratio indicates that a company is losing money. The P/E ratio is a useful tool used to compare Aston Martin to other companies in the same industry.

As Aston Martin is a loss-making company, so it does not have any earnings available to pay dividends. As a result, its dividend yield ratio is 0% according to the Aston Martin 2020 & 2022 financial reports


Summary of Findings
Aston Martin AML has been struggling financially in recent years, and its stock price has reflected this. The company reported  £593 million losses between 2019 to 2022, and its share price has fallen by more than 80% year-to-date.
For a better understanding, you need to compare Aston Martin against its competitors.
Aston Martin's main competitors are other luxury carmakers, such as:
Bentley
Ferrari
Lamborghini
Maserati
McLaren
Porsche
These companies compete with Aston Martin on price, performance, design, and brand image. If the ownership of the main competitors is researched, the  ownership models are found:-
Aston Martin: Aston Martin Lagonda Global Holdings
Bentley: Volkswagen Group
Lamborghini: Volkswagen Group
Ferrari: Publicly traded company
Maserati: Stellantis
McLaren: Publicly traded company
Porsche: Volkswagen Group
As can be see, Volkswagen Group owns a number of luxury car brands, including Bentley, Lamborghini, and Porsche. This gives the company a strong presence in the luxury car market and these brands have a competitive advantage for economy of scale in regard to research & development, with costs being absorbed by the other brand names and also supplier leverage, with supplier more will to work with Volkswagen Group and Maserati, with the backing of Stellantis.
There is also a joint venture in North America between Lamborghini and Maserati for their marketing & sales operations.
If Aston Martin is compared to McLaren, the financial situations are similar with McLaren reporting a loss of £149.6m in 2022. And McLaren’s debt levels stood at £642m at the end of 2022. 
(Londonstockexchange, 2023)

Currently Aston Martin is heavily reliant on it’s main financial benefactor, Canadian billionaire and investor Lawrence Stroll, who led a consortium to gain a 25% stake in the company in January 2020. Today, Stroll is still the chairman of Aston Martin, with Tobias Moers of Mercedes-AMG is the CEO, other members of the consortium include JCB's chairman, Anthony Bamford.
A major change in management and structure was undertaken in May 2022 with the employment of Amedeo Felisa as Chief Executive Officer and Doug Lafferty as Chief Financial Officer, to try and turn the company’s financial situation around. As can be seen in the share price chart in fig 3.
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Fig. 3 (Trading View, 2023)
Historical financial data shown in the charts below show the historical status of Aston Martin, having negative net income, revenue to profit conversion and free cash flow.
[image: ]
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Fig. 4 (Trading View, 2023)
Another key factor, that is affecting the whole automotive industry, Is the development of electric vehicles, and which of the various design solutions will set the standard, so the selection of joint venture partners is critical for the survival of many car manufacturers, not just Aston Martin and with the technology companies, such as alphabet and apple entering the car market. It will be interesting to see how they compete against the biggest traditional car manufacturers like Toyota and Volkswagen. Then there is Hydrogen powered vehicles, which are a cleaner energy source ready to compete with EVs.

Conclusion and Recommendation 
The use of financial ratios are a useful guide to the financial health of Aston Martin and the use of the balance sheet, income statement and cash flow statement contain data that can be used to conduct trend analysis on various ratios, that can be used to compare against other companies in the same business sector. Using ratios, it should be remembered that the data is historical and does not account for the current trading situations, which might have change dramatically since the finance reports were released. An example of this is the recent major investment in Aston Martin by a Saudi investment group buying up to 10% of shares. Aston Martin is still facing significant financial challenges, but it has made some progress in recent months. Aston Martin's sales are increasing, and the company has announced several new initiatives to improve its profitability. 
The global economy is currently facing a number of challenges, such as the war in Ukraine,  which could have a negative impact on Aston Martin's sales and also high interest rates in the UK will have impact on Aston Martin due to its leverage ratios, but the recent investment from the Saudi investment group is a positive sign, in both the strategic direction the company is taking under it’s new board of directors and the ability to attract new investors. 
Another factor, which will affect the future of Aston Martin, which can not be analysed is the fact that Lawrence Stroll son Lance Stroll is one of the drivers for the Aston Martin formula one racing team. Lance Stroll was involved in a significant crash during the qualifying session for the Singapore Grand Prix in September 2023. The crash was so severe that he had to miss the race. So the question of Lawrence Strolls involvement in the company if his son is seriously hurt during formula one racing, should be considered.
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Fig 5 (formula1.com , 2023)



The recommendations for a joint venture with Aston Martin would be not to proceed with the joint venture for the following reasons: -
1. Aston Martins financial situation is loss making and is dependent on its main benefactors to keep trading, recent board of director changes have improved the company’s financial standing, but it is still lose making.

2. Aston Martins Days payable outstanding ratios show issues with the company paying its suppliers, with some suppliers refusing to supply the company, due to delays in payments.

3. Astons Martins main competitors have a major competitive advantage with regards to with new products research and development costs, as they are owned by major car manufacturing companies, where cost can be distributed throughout out the company, as new technology developments can be cascaded to the lower prestige brand names over time. In a joint venture with Aston Martin, the supplier is expected to share the development costs.

4. Aston Martin also faces competition from other high-end automakers, pushing to join the ultra-luxury Car market, such as Audi, BMW, Lexus and Mercedes-Benz. These companies offer a wider range of vehicles than Aston Martin, and they can appeal to a wider range of customers.

5. Another area that will affect the whole automotive industry is the push to electric vehicles, and it should be carefully considered the market segment Aston Martin plans to launch its first electric vehicles. If the wrong market segment or technologies are chosen the company may never recover.
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£M

Year 2022 2021 2020 2019

Revenue 1381.5 1095.3 611.8 980.5

Gross Profit/ Loss 450.7 343.7 111.1 337.8

Operating Profit/ Loss -141.8 -76.3 -322.9 -52
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2022 2021 2020 2019

Gross Profit/ Loss % 32.62% 31.38% 18.16% 34.45%

Operating Profit/ Loss % -10.26% -6.97% -52.78% -5.30%

Net Profit/ Loss % -38.20% -17.28% -67.10% -11.99%

Return on Assets % -17.00% -6.66% -14.69% -5.27%

Net Profit/ Loss % -68.31% -28.66% -51.05% -35.68%
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 Liquidity Ratios 2022 2021 2020 2019

Current Ratio 1.08 0.96 1.10 0.64

Quick Ratio 0.81 0.74 0.84 0.41

Cash Ratio 0.56 0.46 0.61 0.12
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2022 2021 2020 2019

Days Sales Outstanding (DSO) 64.92 81.11 106.14 92.95

Inventory Turnover 3.25 3.82 2.41 3.20

Days Payable Outstanding (DPO) 343.63 350.14 422.01 416.91
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2022 2021 2020 2019

Gearing Ratio 63% 66% 60% 75%

Debt/Equity Ratio 302% 330% 248% 577%

Long Term Debt/ Equity Ratio 167% 193% 147% 307%

Interest Coverage 42% 44% 176% 62%
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2022 2021 2020 2019

Earnings per Ordinary Share -124.50 -58.60 -543.00 -290.60

Dividend Cover 0.00 0.00 0.00 0.00

Price per Earings Ratio -1.24 -23.09 -3.70 -11.48

Dividend Yield Ratio 0.00 0.00 0.00 0.00
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Aston Martin Activity Ratios
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Year
Non Current Liabi
Equity + Non Current Liabilities
Total Liabilities

Stockholder Equity

Long Term Debt

Operating Profit

Interest Charge [Note 8 p. 184]

ies

Gearing Ratio

Debt/Equity Ratio

Long Term Debt/ Equity Ratio

Interest Coverage

[Note 9 p 114] 2020 Annual Report

Formula
Non Current Liabilities X100%

Equity +Non Current Liabilities

Formula
Total Liabilities X100%
stockholder Equity

Formula

Long Term Debt
stockholder Equity

X100%

Formula

Operating Profit
Interest Charge

X100%

EY

2022
1289.9
20624
23318

725
1289.9
1418

2361

62%

167%

2021
1276.9
1937.3
21821
6604
1276.9
765
173.7

193%

1824
1986.5
1990.7

8041
1824
3229

183.1

248%

147%

-176%

2019
10113
1340.9
19015

32296
10113

829

75%
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Investor Ratios

o™
Year 2022 201 200 2019
Operating Profit/ Loss 418 765 3229 52
No. of shares [P.50] [Note 27 p 139] 2020 Annual Report 425 165 1149 28
Dividends Paid [note 10P.187  [Note 12 p 116] 2020 Annual Report 0 0 0 0
Market Value per Share 15405 1353 2009 337.41
[p 49 2022 report] Formula
[p 30 2020 report] Operating Profit/ Loss = 124500 -5860 -543.00 -290.60

Number of shares

Formula

Operating Profit/ Loss  x100% = 000 000 000 000

Dividend Proposed & Paid
Price per Earings Ratio

Formula

Market Value per shares =

Eps 124 2309 370 1148

Formula

Dividend per Share  x 100% = % % % %

Market Value per share
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Aston Martin Investor Ratios

£M Aston Martin share price data for 31st Dec. 2019 ~ 2022 (https://investing.thisismoney.co.uk/)Market Value)

Year 2022 2021 2020 2019 * Used as MV/S

Net Profit/ Loss -527.7 -189.3 -410.5 -117.6 Date Open High Low Close Volume Closing Price/ No. shares

No. of shares [P.50] [Note 27 p 139]  2020 Annual Report 425 116.5 114.9 228 30/12/2022 162.50p 167.95p 152.65p 154.05 1,036,664 0.36

Dividends Paid [P.164] [Note 12 p 117]  2020 Annual Report -124.5 -58.6 -543 -290.6 31/12/2021 1,293.00p 1,356.03p1,293.00p1,353.00 411,023 11.61

Market Value per Share 154.05 1353 2009 337.41 31/12/2020 2,004.00p 2,023.00p1,960.00p2,009.00 375,885 17.48

31/12/2019 3,338.70p 3,397.77p3,302.74p3,337.41 11,912 14.64

Earnings per Ordinary Share

Formula

Net Profit/ Loss             = -1.24 -1.62 -3.57 -0.52

Number of shares

Dividend Cover

Formula

Net Profit/ Loss     x100% = 4.24 3.23 0.76 0.40

Dividend  Proposed & Paid

Price per Earings Ration

Formula

Market Value per shares  =

EPS -124.07 -832.67 -562.32 -6470.49

Dividend Yield Ration

Formula

Dividend per Share         x 100% = -81% -4% -27% -9%

Market Value per share
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FINANCIAL RATIOS: How to Analyze Financial Statements
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