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Summary of findings
This report covers a detailed review on McLaren Holdings company’s financial statements. McLaren Holdings Limited operates as a holding company. The company, through its subsidiaries, manufactures sports and racing cars, road bikes, and other automobile products, as well as provides engineering technology services for customers worldwide (Bloomberg, 2022). This report will reveal any trends and any risks that should be considered before choosing McLaren as a partner for producing an electric vehicle. 
This report has utilised the financial ratios gathered from McLaren’s financial statement and has played a big part in deciding whether to consider McLaren as a potential partner. Financial statement analysis evaluates and examines the company’s performance and financial health through a company’s Income Statement, Balance Sheet, and Cashflow Statement.  These documents have been used to calculate the financial ratios.
Profitability ratios, liquidity ratios, activity ratios, and leverage ratios for the year 2020 and Q3 2021 has been extracted from the Financial Statement and has been calculated which has provided useful insights on how McLaren has performed and recovered from their struggles during the pandemic. A critical analysis of the financial ratios has shown how much McLaren has adapted to the challenges they faced and how quickly they have recovered to turn around the business. Even though they are still not currently profitable, they were able to turn things around and avoid bankruptcy and are now back to heading in the right direction.
Financial statements
Financial statements are financial data documents published by companies which highlights the financial performance of a company on an annual, biannual, quarterly, or monthly basis. These documents include the company’s expenses, earnings, operating budget, assets, liabilities, and many more which reveals overall business activities (Jane, 2019). 
There are 3 main types of Financial Statements. Firstly, the Income Statement. The Income Statement shows the financial performance of a company and also the company’s profit and loss over a period of time. It displays the company’s yearly revenue, costs, gross profit, selling and administrative expenses, other expenses and income, taxes paid and net profit in a structured manner (Corporate Finance Institute, 2022). Secondly, the Balance Sheet. The Balance Sheet contains details of a company’s total assets and liabilities at a particular point in time. It also reveals how the assets are financed either through debt or equity (Corporate Finance Institute, 2022). And lastly, the Cashflow Statement. The Cashflow statement is a summary of the cash inflow and outflow and overall cash movement within the company. It is a statement which highlights how well the company has managed cash to pay its debt obligations and fund its operating expenses (Murphy, 2022).
Financial ratio analysis is an effective method to visualise and extract information from financial statements quickly hence its popularity over the years. It focuses on ratios that reflect profitability, liquidity, financing leverage, activity, and other vital information about a business (Corporate Finance Institute, 2022). Ratio analysis can reveal yearly trends within a company and can highlight important information in a simple and effective way. Financial ratios simplify complex sets of data which allows the reader to make informed decisions while saving them time and effort. It also allows firms to be compared against each other which can provide useful information to support decision making such as their debt to asset ratios. It is important to assess potential companies’ performance but also their financial health to determine if they would be a stable choice. Having all this information can also be useful when investing in a business. 
Ratio analysis is very good at explaining relationships between past information, however, users can be more concerned about current and future information which is not available (Jan, 2019). Assumptions are often made based on past information which can go in any direction. Ratios do not communicate all information about a business and can sometimes mislead readers to ignoring the bigger picture. Each business has their unique circumstances which may not be presented accurately in their Financial Statements. The information in the financial statements that the company has published could also be manipulated to make the report look better than its actual performance (Corporate Finance Institute, 2022). 
Profitability, liquidity, activity and leverage ratios
The table below shows all the ratios extracted from McLaren’s financial statement. Focusing on comparing year 2020 and Q3 2021. The table below will highlight key areas in profitability ratios, liquidity ratios, activity ratios and leverage ratios for both financial years. Critical analysis of the ratios will be completed to determine whether McLaren Holdings can be considered as a potential partner in producing the electric vehicles. All formulas and calculations are available in the ‘Calculations’ section.
	
	2021
	2020

	Profitability Ratios
	
	

	Gross Profit %
	31.76%
	16.18%

	Operating Profit %
	4.80%
	-30.64%

	Net Income %
	-13.90%
	-67.78%

	Return on Assets %
	-4.63%
	-12.93%

	Return on Equity %
	-9.67%
	-39.39%

	

	Liquidity Ratios
	
	

	Current Ratio
	1.84
	1.12

	Quick Ratio
	1.32
	0.87

	

	Activity Ratios
	
	

	Days Sales Outstanding (DSO)
	218.65
	395.59

	Inventory Turnover
	2.06
	2.31

	Days Payable Outstanding (DPO)
	339.01
	648.70

	

	Leverage Ratios
	
	

	Gearing Ratio
	64.90%
	118.14%

	Interest Coverage
	114.69%
	-302.33%



Ratio analysis
McLaren is still recovering and strengthening its finances which were affected massively by COVID-19. McLaren faced a massive loss in 2020 after wholesale sales to dealers plummeted from 4,662 in 2019 to 1,659 cars in 2020 which resulted in a 686 million pound loss for the year 2020 (Gibbs, 2021).
One of McLaren’s major challenges is their large amount of debt which was generated by buying unhealthy growth via dealer incentives. Their increase in car production was tied closely to an increase in complaints on build quality and reliability which put McLaren in a very difficult position of having to rebuild reputation alongside managing a very difficult debt situation (Karenable, 2021).
McLaren has managed to sell fewer cars for more money at a higher profit margin, while effectively stopping the cash bleed (Karenable, 2021). This can be seen from the gross profit percentage near doubling from 16.18% in 2020 to 31.76% in 2021. As well as the net income percentage which shows a major increase from negative -67.78% to negative -13.90%. Even though McLaren is still not profitable (Cattlin, 2021), the massive improvements show that they are going in the right direction to overcome the challenges faced during the pandemic. It was also reported that the company saw pre-tax losses increase to 312.9 million pounds in 2020 as the coronavirus caused sales fall by more than 60% and revenues were down by 48% against 2019 as a result of COVID-19 (Cattlin, 2021).
Operations were affected by several factors such as component availability issues, production and development facility closures, and closure of most retailers around the world (McLaren, 2021). Despite these challenges, based on the Interim Results published by McLaren on the 30th September 2021, McLaren has made a significant improvement in their operating profit percentage, improving from negative -30.64% in 2020 to a positive 4.80% in the first nine months of the year 2021. This can be due to significant changes that was done to both the balance sheet and corporate structure in August 2021. As part of the restructuring program and cost saving measures, McLaren have had to cut 1,200 jobs in order to deal with the fallout from the COVID-19 pandemic (Automotive News Europe, 2020). This change has allowed the company to generate more revenue while controlling expenses, production costs, and overhead. McLaren pulled 56 million pounds out of overhead costs in 2020 and then held overheads flat in the first half of 2021 despite a 90% increase in production (Karenable, 2021). This has put McLaren in a much healthier situation going forward.
The return on assets and equity is still negative which can imply that they are not using their assets effectively to generate income and can be seen as not a favourable investment opportunity to new investors, however if compared to year 2020, both return on assets and equity has shown a healthy improvement which will give current investors confidence in the company’s future. Return on assets has increased from -12.93% to -4.63% in the first 9 months of 2021 and is projected to continue to grow. If McLaren continue to do the right things, then it won’t take long until it goes back to positive returns. The Return on Equity has also shown a major increase from -39.39% in 2020 to -9.67% in Q3 2021. This is a much more significant improvement for McLaren which suggests that they are increasing their profit generation without needing as much capital. Even though it is still in negative figures, this indicates how well the company’s management is deploying with the shareholder’s capital.
Liquidity ratios are great indicators of the short term liquidity of the business and its ability to meet it’s short term obligations. McLaren’s liquidity ratios has also shown a great development from year 2020. In year 2020, their liquidity ratios were not bad but it was on the brim of what good ratios should be at. It is not ideal for the current and quick ratio to be at that level but considering the global pandemic that has affected the company then it is somehow acceptable.  Their current ratio has increased from 1.12 to 1.84 in Q3 2021 which suggest that McLaren has more cash to be able to pay its debts. It also shows that they are becoming more efficient managing their working capital which is very important to their investors and creditors. The quick ratio has also increased quite significantly, now sitting at 1.32 from 0.87. This means that McLaren owns a lot more quick assets than current liabilities meaning that they have more assets that they can quickly convert into cash if necessary (Bankrate, n.d.).
Activity ratio analysis has also shown McLaren’s improvements in other areas of the business. Still showing improved numbers from year 2020, McLaren has managed to cut down the Days Sales Outstanding (DSO) and Days Payable Outstanding (DPO) in almost half from year 2020’s figure. These numbers are still considerably high and no where near where they should be. The high numbers can suggest that the company is still experiencing delays in receiving payments which can have a massive effect on the cash flow. Their DPO is also relatively high, but this can be advantageous for McLaren as this will allow them to use the extra cash on hand for short term investments. However, the inventory turnover has decreased from 2.31 to 2.06 which highlights a potential excess inventory problem. Their increase in car production which received a lot of complaints on build quality and reliability could be causing the problem. They have however managed to sell fewer cars for more money at a higher profit margin which could also have an overall effect on the inventory turnover.
McLaren’s gearing ratio has improved during 2021. Reducing from 118.14% down to 64.90% in the first 9 months of year 2021. Although this is still quite high, it is still a good improvement. However, this still suggests that McLaren has a larger proportion of debt compared to their equity which can be seen as a financial risk. This figure should continue to come down in the future. 
Another major improvement from McLaren is their interest coverage ratio. In 2020, McLaren had a negative -302.33% interest coverage ratio which indicated that they were not about to meet their current interest payment obligations and overall was not in good financial health. In year 2021, they were able to flip that to 114.69% which was a massive turn around for such a short period of time. This will benefit the company when needing to lend more money from creditors.
Conclusion
Just like other businesses, McLaren was majorly affected during the COVID-19 global pandemic where they faced financial difficulties between 2020 – 2021 that could have resulted in bankruptcy. Production were suspended due to the demand for their products falling worldwide. Their car values were depreciating in value which resulted in car dealerships selling McLaren vehicles in a much lower value which meant that McLaren were losing money on cars sold. 
The financial ratio analysis has shown that McLaren was able to survive one of the worst financial years for the company. It also shows that McLaren is prepared to make improvements and adjustments within the company to overcome any challenges that they face such as their new corporate structure. The financial ratio analysis has also shown how much McLaren was able to rebalance their finances in a short period of time, even though they are not there yet they have made some significant improvements. Making huge improvements in just nine months shows their ability to adapt and overcome challenges. Even though McLaren is not currently profitable, going forward, McLaren’s revenue is expected to show an annual growth rate of 10.31%, resulting in a projected market volume of £253.3 million by 2025 (Cattlin, 2021). A lot of improvements are still required to happen for McLaren to be in a healthy financial position but they are definitely heading in the right direction in order to make this happen. This is important to see as an investor, creditor but also as a potential partner.
McLaren is a well established company that operates worldwide specialising in manufacturing high quality sports and racing cars, road bikes, and other automobile products, as well as providing engineering technology services. Partnering with McLaren to produce an electric vehicle can be very advantageous for the company. This will give the new electric car the expertise and head start that it needs to be able to compete in a very competitive upcoming field. Now is the time where they are looking at other ventures to take on as a company to spread their risks.
As good as the Q3 2021 figure shows, it would be recommended that further insight outside of the financial statement must be completed before fully considering McLaren as a potential partner. McLaren’s performance must be monitored regularly to ensure consistency in their numbers against their actual performance. A meeting with the company would also be beneficial to gain a better understanding of their plans for their future to ensure that it aligns with the company’s goals. Decision can’t be made solely by looking at their financial statements which doesn’t reveal the full details and can cover up potential risks. 
Calculations
All calculations below are based on the 2021 figures. Same method has been used to get the 2020 ratios.
Profitability Ratios
Gross profit % = Turnover – Cost / Turnover x 100
Gross profit % = 157356 / 495501 x 100 = 31.76
Operating profit % = Gross profit – SG&A (Operating profit/loss before impairment, depreciation, and amortisation) / Turnover x 100
Operation profit % = 23785 / 495501 x 100 = 4.80
Net income = Operating profit – Interest & Tax
Net income % = Loss for the financial period / Turnover x 100
Net income % = -68893 / 495501 x 100 = -13.90
Return on assets % = Net income / Total assets x 100
Total assets = Fixed + Current Assets
Total assets = 911955 + 576993 = 1488948
Return on assets % = -68893 / 1488948 x 100 = -4.63 
Return on equity % = Net income / Shareholder’s equity x 100
Shareholder’s equity = Total assets – Total liabilities
Shareholder’s equity = 1488948 – (314070 + 462383) = 712495
Return on equity % = -68893 / 712495 x 100 = -9.67
Liquidity Ratios
Current ratio = Current assets / Current liabilities
Current ratio = 576993 / 314070 = 1.84
Quick ratio = Current assets less stock / Current liabilities
Quick ratio = (576993 – 163880) / 314070 = 1.32
Activity Ratios
Days Sales Outstanding (DSO) = Debtors / Average Turnover per Day
Days Sales Outstanding (DSO) = 296830 / (495501 / 365) = 218.65
Inventory Turnover = Cost of Sales / Average Inventory
Inventory Turnover = 338145 / 163880 = 2.06
Days Payable Outstanding (DPO) = Creditors / Average Cost of Sales per Day
Days Payable Outstanding (DPO) = 314070 / (338145 / 365) = 339.01
Leverage Ratios
Gearing ratio = Long term debt / Stockholder’s equity x 100
Gearing ratio = 462383 / 712495 x 100 = 64.90
Interest coverage = EBITDA / Interest charge x 100
Interest coverage = 39365 / 34322 x 100 = 114.69
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